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A B S T R A C T 
The ter-r; i-rrcr*; :^v': sti t'.:ti•'^^) hns rrcvvtly gained 
vitel iip.port'^ ncs in deve^ opi-entr:! literature. The developing 
econoniies are fnce' v.ith ntriictural problems in the reolm 
of international trade. Severe foreign exchange crisis, 
adverse ternis of trade ^r.r stagnation in their export earnings 
have resulted in a threat of their overall econcrnic develop-
ment. To over come these problems they have chosen the path 
of developm.ent through industrialization for the domestic 
market. Imoort substitution i*n' these economies has been 
inspired by the need to relieve pressure on their balance 
of payments. 
One of the prime concern of the developing countries 
is to raise the per capita incomes and li\'ing standard of 
people. The successful pursuit of this aim involved planning 
for the efficient and coordinated development of the major 
sector of the economy. Industrialization is seen as a means 
towards this end ar-^  so is economic diversification. Their 
role in raising income and reducing dependence upon hard hit 
traditional lines of production and export/aJiwell as in 
nurturing new skills and techniques, is clearly recognised 
by the developing countries in their grovJtb strategies. The 
twin techniques of import substitution and export diversification 
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are beinr^  vigorously used to assist in achieving tl^ ese aims. 
;.ost of the developing countries are moving in this direction, 
and have heen doing so for the last two decades with varying 
degree of success. 
A namber of economists advocated industrialization 
based on import substitution, also knov/n f^s the import-
substitution industrialization because of benefits associated 
with the pursuit of the policy. Under.this policy industries 
are established to produce goods that were previously imported. 
These industries mainly cater to the domestic market and they 
are protected against foreign competition through, tariffs, 
quotas and other restrictions. Hence the policy also came to 
be known as inward — looking strategy. Import substitution 
policy has been observed as a device to over come the balance 
of payment problem and to escape from economic stagnation due 
to stagnant export earnings and on traditional structure of 
the econom.y. Import substitution policy is sometimes considered 
to be essential for successful export promotion ar.d export 
diversification programmes as well. 
Import-substitution policy has been recognised as a 
effective instrument for industrialization i^ ^ developing 
countries with long term objectives. Indigenous research and 
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development capabilities could also be encouraoed tb.rough 
the policy of import substitution for further qroi^jik of indus-
trialization. The policy v;as expected not only to prcnote 
economic groxvth but also to initiate a self sustaining 
growth mechanism through the cycle of import saving-reinvest-
ment increased productivity-higher prQfits etc. 
Nevertheless,planning for import substitution should 
be undertaken with extreme car§, in order not to waste scarce 
resources or lead to frustration and disappointment and reduce 
the initiative and momentum for future growth. The cost and 
quality should be paid proper attention in case of import 
substitution. One of the criticism levelled against import 
substitution is that, it diminishes and retard the growth 
after an initial expansion, which has been found correct in 
Indian economy. The other criticism are, the incompetitiveness 
of exports, due to high cost and inferior quality of import 
substitutes. These consideration emphasize the necessity 
for close scrutiny of proposals for domestic production of 
imported good. 
The inducement of structural changes, accompanying a 
policy of import substitution has been a fairly important 
criteria in guiding the allocation of investible resources 
for industrial development in the Indian economy. Since the 
beginning of five years plans in 1951, the domestic production 
of hitherto imported (^ nd importable) goods has heen attempted 
over a broad range of industrial products with varying degree 
of succ§ss. The organised industrial sector of the country 
grew very rapidly under the policy of import substitution. 
The struct^ ural changes accompanying and resulting from 
such policies are being induced within the general context of 
development plan and indeed constitute an integral and important 
part of these plans. Thus a study of process of import 
substitution and of their implication and repercussion on 
industry and trade and upon basic economic aggregates such 
as emplo-^ nnent, production, income, capital formation, research 
and d^elopment etc. is essential. 
Oris of the basic objectives of this study is to examine 
the/role of import substitution policy in Industrial Development 
•6f India, The impact of import substitution on pattern of 
industrial development and the foreign trade has been discussed 
in detail in this study. It was essential to study the 
relative importance of import substitution in sources of output 
growth to high-light and analyse the role played by 
import substitution in output growth in Indian manufacturing 
sector during 1960-80. Various measures of import substitution 
have been used in analysing the above purpose. 
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It has been observed fnerii this study that import 
substitution permitted an initial spurt in growth of manuf-
acturing industry. Indigenous producers moved in rapidly to 
take over the existing domestic markets that had been 
previously been created by imports, and the national income 
was observed to increase relatively rapidly until the mid 
1960's. By this time the limits of imports were reached. 
Industrial development proceeded at an increasing pace through 
first three plans. 
Due to set back to import substitution/ capital goods 
industries suffered a set back, reflected in a negative rate 
of growth, during the remainder of 1960's and a substantial 
fall in their capacity utilisation. Industrial production 
declined sharply during seventies indicating a stagnation in 
industrial growth. 
The decline in industrial growth cannot be blammed 
only due to import substitution itself, but it was due to 
faulty implementation of policies and indigenous causes. 
Otherwise, import substitution in Indian economy have been 
successfvil in altering the economic structure in Indian 
economy. Structural changes have been observed in composition 
of exports and imports. India is a major exporter of engineering 
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goods industries during the last thirty years. Import dependence 
of consumer goods and intermediate goods has declined signif-
icantly. Import substitution in capital goods industries has 
been observed as a significant one^ exports and imports has 
become more diversified due to import substitution. 
It has been observed that despite the progress in 
import substitution, it has not been able to reduce trade gap. 
The foreign exchange cost of import substituting activity is 
still high and exports of manufacturers are not increasing 
due to tough competitioniinternational market. Import subst-
itution has been criticised by many economists for stagnating 
exports earnings. 
It has been observed that import substitution has 
helped in reaching Indian economy at the mature and advanced 
stage of industrialization. It has brought structural change 
in industrial production and imports. The non-traditional 
industries grew at a significant rate during the last thirty 
years. It has generated employment, income and capital 
formation in Indian economy. But still capital output ratio 
and capital labour ratio is high '.••hich indicates a low rate 
of return and the increasing capital intensity in manufacturing 
in ""ustries. 
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Relative importance of import substitution has declined 
over the period under study since 1965. Ilany industries durinq 
seventies indicated negative import substitution (increasing 
imports;. It shows/it has been responsible for retarding the 
•the 
growth in industrial sector. In som.e of ^ industries import 
substitution is nearing self sufficiency due to •.'Sero import 
availability ratio. 
Domestic demand expansion emerged as a potential factor 
for industrial growth in India. It was realized that indOgen-ous 
factors are more growth-oriented relative to exogenous factors. 
The significant export growth emerged during seventies 
indicating shift in trade policy. 
Finally, the study as a whole, under lines, the fact 
that the major stimulus behind the acceleration of the process 
of industrialisation has bern provided by the autonomous and 
indigenous growth of the Indian economy. It has '^ een observed 
that industrialization is largely due to the em.ergence of 
nev^ , modern, dynamic and growth oriented industries, in wh(6i;h 
import substitution policy played a "key role. 
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P R E F A C E 
The prime concern of devp]oping countries is to raise 
the per capita income and living standard of their people. 
Industrialisation is seen as a means towards this end and 
so is economic diversification. Many of the developing 
countries placed increasing reliance on import substitution 
as a strategy of industrial development. As a result the 
policy came to be l<nown as ' Import-iJubstltuting - Industrialisation 
The inducement of structural"--changes accompanying a 
policy of import, substitution has beefi ya fiarly important 
criteria in guiding the allocation G3"f investable resources 
lor industrial development in the Indian economy. The object 
was to achieve a rapid increase in the standard of living of 
the people and to lay the foundation for sustained economic 
growth within a democratic socialistic framework. With the 
emphasis placed on industrialisation, since the second plan* 
the organised industrial sector of India grew very rapidly. 
Since then, import substitution has been assigned a major 
role in determining the pattern of Industry and trade in 
Indian economy. 
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C H A P T E R - I 
INTRCDUCTION 
The prime concern of developing countries is to raise 
the per capita incomes and living standard of their people. 
The successful pursuit of this aim involves planning for the 
efficient and co-ordinated development of the major sectors, 
of the economy. Industrialization is seen as a means towards 
this end and so is economic diverslficdtlon; when linked with 
trade, they constitute a powerful forces for econommc growth. 
Their role in raising income and reducing dependence upon hard-
hit traditional lines of production and export, as well as in 
nurturing new skills and techniques, is clearly recognised 
by the develoj ir.j countries in their growth strategies, and 
the twin techniques of imj'ort substitution and export diver-
sification are being vigorously used to assist in achieving 
these aims. Most of the developing countries are moving in 
this direction and have been doing so for the last two deca-
des with varying degree of success. 
However, the course of development has not always been 
either smooth or easy, its achievements at a satisfactory rate 
has been inhabited by many problems, chief among such had been 
the crucial shortage of food-stuffs resulting from the lagg-
ing and uncertain progress of the agricultural sector, and 
the over-ambitious nature of certain capital-intensive 
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programmes which has led to demands for large amounts of 
foreign capital, together these had created severe and 
mounting foreign exchange difficulties for the developing 
countries^ From this view point, import substitution may be 
seen as instrument in the mcjve towards removing, or at least 
reducing the external deficit. 
The two gap theory also gives justification for import 
substitution. According to this theory, there are two constraints 
to economic development, i.e. the trade constraints and the 
savings constraints, the two gaps i.e, trade gap-and savings 
and investment gaps widened more and more as the pace of deve-
loi:Mnrnt had to be increased. Import substitution policy has 
been supposed to reduce these gaps by reducing trade gap and 
by generating income in the economy. 
In short the developing countries have been experiencing 
balance of payments difficulties, as a result of difficulties 
in the exports of primary products arising from adverse terms 
of trade, strationary export volumes and fluctuating prices. 
These have been aggravated by the need for ever increasing 
imports to sustain ambitious development programme. Accordingly 
thr countries have turned to Import substitution especially 
in the manufacturing sector, in an attempt to alleviate the 
problem. 
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The fir:;t phase oi industricilization . u;sualiy based 
on the home mdrkc't in tlio Lorm of import substitution v/ith a 
X. ady n.-iirvtr, a .mail degu ( of protection will provide in-
crntives to develop these industries, and their domestic 
prociuction v-;ill conserve foreign exchange for import of capital 
eciuipmcnt and other essential products which c-innot immediately 
ir pro<'uc(d. Some ol the ini))ort substitute corrrtiodities may 
b(^  (xpuxLcd to earn additional foreign exchange if they are 
devt loped successfully. It is a simple proces.s of irrport 
substitution in general, 
K( vertht less, planninrj for import substitution should 
be undertaken with extrem.e care, in order not to waste scarce 
resources or lead to frustration and disappointment and reduce 
the initiative and momentum for future grov/th. Thc' cor.t and 
l^uality .-^ hould be paid proper att' ntion in case of import 
substitutes. One of the main effect of import substitution 
programmes, is that they usually result in an increased demand 
for foreign exchange ^ at least in thc initial stages. Apart 
from this initially higher domestic cost may mean for the 
privilege of producing its own commodities than importing them. 
These consideration emphasize the necessity for close scrutiny 
of proposals for domfstic production of imported goods. 
The inducement of structural changes accompanying a 
policyHimport substitution has been a fairly important 
criterion in guiding the allocation of investible resources 
for industrial developnn nt in the Inciian econonry. Since the 
beginning of five year plans in 1950, the domestic produc-
tion of hitherto imported (and importable) goods has been 
attempted over a broad range of industrial procucts with 
varying degre^ e of success. 
It is well known that India has been experiencing 
a serious balance of payments problem, particularly since 
1958 when the sterling reserves were virtually wiped out, 
as a result of difficulty in increasing the export of tradi-
tional primary cormiodities. The difficulties arise from the 
facts of virtually stationary export value and fluctuating 
world prices. The International payment deficit is, of course, 
aggravated by the need of ever increasing imports of capital 
goods and essential ra\v materials to sustain ambitious prog-
rammes of industrial development. Indeed the greater part of 
the strategy of Indian development revolves around the 
problem of reconciling the growth of industrial capacity v/ith 
a tolerable balance of pa/ments. E^ ;'idently, an easing of a 
balance of payments crisis can be accomplished either by 
increasing export earnings or by restricting imports. In 
India's case, it seems reasonable to admit that it would 
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be extremely difficult to secure a substantial net increase 
in earnings from traditional exports. The constraints on 
the ability to reduce imports are equally binding. 
Therefore^ keeping the above reason a major role 
has been assigned to industrialization via import substi-
tution. The object was to lay foundation for sustained econo-
mic growth and to achieve rapid increase in the standradof 
living of the people within a democratic socialistic frame-
work, A large number of industries havd been set up to produce 
goods that were previously imported. These industries have 
been protected from foreign competition by means of tariffs 
and controls. The organised industrial sector of the country 
grew very rapidly under the policy of import suostitution, 
OBJECTIVE AND SCOPS OF THE STUDYt 
The structural changes accompanying and resulting from 
such policies are being induced within the general context 
of development plans and indeed, constitute an integral and 
important parj: of these plans. Thus a study of process of 
impoft substitution and of their implication and repercussion 
upon basic economic aggregates such as employment, production, 
trade, capital formation & income is essential^ 
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One of tli(^  ba.sic objcr-Live of this study is to examine 
the role of import substitution policy in industrial develop-
ment of India, Imy,ort substitution has brought stxuctur-il 
cl-,.)rn;( in industrial production and foreign trade of India, 
which has been discussed in detail in this study. It has 
brought dynamic change in industrial sector. Initially economy 
was traditional agricultural based which turned to be indus-
trial economy sinct the Second Five? Year Plan frorr v^ hlch infort 
sub.'titutirg industrialization was followed. It is a must to 
measure the degree and magnitude of import substitution in 
the manufacturing sector (ACI. Sector) in ordr-i to analyse 
ll-.< lolc p.loyrd hi' impoit substitution in the industrial 
development of India, Measurement of import substitution has 
Deen anaiysea in oruer to examine the sources of output grov/th 
in Tndjiin manuf.icturing sector through appropriate measures 
during 1960 to 1980-81o The progress of major industry sectors 
has been evaluated in the present study to analyse the patt-
ern of inductiiel growth in India, 
It is hoped that the analysis presented in the follow-
ing study will provide a basis for a more precise under-
standing of the lole of import substitution in industrial 
growth than can be observed from the aggregative indicators 
of growth. 
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SCHErJS OF ANALYSIS t 
The concept of import substitution is not a very-
clear analytical concept. Chapter II, therefore, provides 
a detailed explaination of the trade and development in inter-
national contest and the explaination of definition, meaning, 
nature and scope of the import substitution policy^ The 
historical background and motivee & process for import subs-
titution is, next, traced out under this chapter. Finally, 
the chapter points to the various criticism levelled against 
import substitution policyo 
Import substitution in an open economy is easily 
recognised when, an increase in domestic production results 
in a dccxf ar.c of imports. In such a case the extent of'import 
substitution may be measured as the algebric difference between 
the change in domestic production and the change in imports 
during any time periods, alternatively, the sawing in foreign 
exchange. But in growing economies the above measurement of 
import substitution would be meaning-less where the domestic 
production of a commodity increases, but the amount of 
increase is less than the growth of domestic demand, imports 
will continue to rise, and there would actually be no saving 
of foreign exchange. Therefore, it is necessary to examine 
the source of output growth in a particular sector to measure 
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the relative importance of import substitution. Chapter III 
discusses the various measures of import substitution, their 
limitation and application. This chapter summariees the find-
ings of various studies of measurement of import substitution 
and relates it to the indicator of economic growth, Ihis 
chapter also explains! in short the economic efficiency of 
import substitution; various estimates of efficif-ncy v/ith the 
reference of recent studies have been given in this chaptero 
It was must to refer the problem of economic efficiency as 
it determines the success or failure of import substitution 
policy. 
Chapter IV deals with the process of industrial deve-
lopment in India** - Its industrialisation and trade policy, 
India 's experience in process of industrialisation is like 
those of developing countries, India has now reached in ten 
most industrialized nation of worlds which itself indicates 
her strong capacity of transformation from a traditional 
economy to industrial economy. Industrial development in India 
has been guided by her economic policies in general and by 
trade and ^ nduF-^ '-la T policy in particular which has been 
discussed in Chapter IV, 
A quick review of the Indian economy during the last 
decades is intended to show that industry got a lions share 
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of additional resources mobilised during the planned deve-
lopment process and that foreign trade played a declining role 
in relation to G.N.P, Chapter V analyses and reviews the prog-
ress of Indian econorny in the lastthree decades. Rationale of 
import substitution policy which has been assigned a major role 
in bringing structural changes in Indian industry and trade is 
also discussed in this chapter. 
Chapter VI analyses the structural changes in India 's' 
foreign trade with special referonce to the import substitution 
policy. Policy of import substitution has been overviewed by 
analysing the structural changes in India's foreign trade 
during, 1951 to 1981, Structural bhange has been experienced 
in composition of exports, imports and the import dependence 
of the manufacturing industry. The commodity concentration of 
exports and imports and their relative importance have been 
discussed in relation to other variable, i,e, income, capital 
formation, domestic production, savings etc. 
Chapter VII, analyses the pattern of industrial growth 
in India, The existing industrial structure is the product of 
the economic and the industrial policies, pursued by govern-
ment since independence. Although there was an industrial base 
in terms of traditional industries like textiles, jute, sugar, 
tea and also some engineering industries, but there was not a 
to 
sufficient industrial base at the time of independence. The 
development of industries duaing the last thirty five years 
has somewhat compensated almost a century of stagnation and 
arrested growth in Indian economy prior to 1947, Import sxibs-
titution has been instrumental to induce industrialization in 
the country during the last three decades which has been 
discussed in the Chapter VII, 
It is essential to know the magnitude and direction 
of import* substitution while analysing the role of import 
substituting industrialization in a developing economy. Import 
substitution not only brings structural change in import and 
domestic production but also affects the external demand and 
internal demand of the economy. 
Chapter VIII deals with the choice of measures of 
import substitution adopted in the study. The other two 
section of the chapter discuss, the extent of import substi-
tution achieved in Indian manufacturing sector during 1950 
to I960 and the i960 to 1980-81, It is assumed that import 
substitution have been instrumental in output growth in 
Indian manufacturing sector. Relative importance of import 
substitution to other sources of output growth have been 
discussed in this chapter. Such an analysis will 
help in future planning for import substitution and in 
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framing of industrialization and trade policy. The data 
used in this analysis are of bench mark years of Annual 
survey of industries production data at 2 digit level and 
also at three digit level. The corresponding export and import 
statistics have been taken from Monthly statistics of Foreign 
Trade of India, various issues. 
Chapter IX deals with the conclusion of the analysis 
of study. It also deals with the suggestion and recommendation 
for the successful implementation of the Import substitution 
policy in India, 
-x-x-x-x-x-
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C H A P T E R -II 
IMPORT SUBSTITUTING INDUSTRIALIZATION -
ITS NATURE AND SCOPE 
1. STRATEGY OF DEVELOPMENT - AN OVERVIEW 
Rethinking on the problem of economic development reflects 
the great changes in the world's political and economic conditions 
which have taken place since World War II, One of the most 
important i^. J..IK ^  iids i een the creation of many new nations 
from the colonial empires and dependent territories of the major 
European powers. These new states, along with the older states 
of Latin America comprised the less developed world. Most of 
the economists have observed that foreign trade and investment 
have adverse effect on the economic growth of the poor countries 
and on the distribution of world income between rich and poor 
nations. One of the central problems facing a developing country 
is whether the classical trade theory or modern growth theory 
is operationally more useful and relevant as the development 
strategy. Transition from a traditional economy to a modern 
manufacturing economy is a pre-condition of economic and social 
growth in developing economies. Export promrotion and import 
substitution are the two strategies basic to the developmental 
policies of the underdeveloped countries. Efforts have been 
made to re-examine the development strategies adopted by backward 
countries in the context of economic development. A historical 
approach has been followed in dealing with problems of trade 
and growth in developing economies. 
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Development strategies have played a dominant role in 
structuring the economic progress of developing countries. Economic 
growth depend's largely on the dynamic forces involved in the 
developmental process. The economic history of the industrial 
countries reveals that dynamic changes brought about by 
industrialization and trade policies were primarily responsible 
for development in various stages of growth. 
The doctrine of comparative advantages advocated by 
classical economists as the best policy for the gain from trade, 
was adopted by developing and developed economies till the 
nineteenth century. The comparative cost theory is applicable to 
static changes only. Modern economists have favoured the dynamic 
cl mges relevant for development. The comparative cost doctrine 
accords with the tradition of developing countries exporting 
raw material and Importing manufactured goods. 
Haberler advocated the classical idea of trade and 
development. He has tried to explain the importance of gains 
from trade. He has criticised the classicial economists for 
their narrow-minded views on gains from trade. He has disting-
uished between two kinds of changes relevant to development -
those thet take place Independently of international trade and 
those that are induced by trade or trade policy. The first oet 
1. Gottfried Haberler, "International Trade and Economic 
Development," National Bank of Egypt, Cairo, 1959. 
Ml 
of changes are autonomous changes gradual improvement in s}cill, 
education, and training and improvements resulting from innova-
tions discoveries and from the accumulation of capital. These 
changes are helpful in bringing about gradual increase in 
output and therefore, in the comparative cost advantage of the 
economy. These strategic changes were argued by the classical 
theorists. The other group of changes were argued by Haberler, 
as being due to tradr-induced growth. These are dynamic changes. 
H berler has mentioned four ways in which indirect gains from 
trade can be obtained. First, trade produces material means 
indispensible for economic development, Secondly trade is a 
means for the transmission of ideas, technological knowledge 
and entrepreneurship. Thirdly, trade is also the vehicle for 
the international movement of capital, especially from the 
developed to the underdeveloped countries. Fourthly, great 
benefits can be gained from free trade. These factors are compl-
ementary to the static theory of comparative advantage. 
2 
On the other hand, Kindleberger observes that capacity 
of transformation in developing country determines the development 
process in the economy. Gains from trade not only depend on 
comparative advantage but also on the capacity to transform. He 
2, Charles P. Klndlerberger, Foreign Trade and the National 
Economy, Yale, University Press, 1961, pp. 99-110. 
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says comparative ar»rantage does not imply increment of resources 
coming into existence should be invested in exports because the 
export industries are on the average more beneficial than import 
competing industry. Resources should be invested so that they 
earn the same profits at the margin in all industries; additional 
resources should be invested in export, import competing or 
domestic industries depending upon the rel?itive rates of return 
in each of them. A non-transforming society, however, will go 
on investing the incremental resources of a given sector in the 
same sector regardless of relative prices and this may lead to 
net loss. If the resources are not suitable in one sector, they 
should be shifted to another which is more beneficial sector. 
If the developing countries are not able to bring about this type 
of transformation, it means that their capacity to transform is 
veak. The inability to transfer resources from export sector to 
another more profitable sector was one of the reasons of adverse 
terms of trade of the developing countries. 
Economies with incapacity to transform cannot exist under 
the free trade policy as advocated by classical trade theorists. 
Therefore tariff policy was recommended for the protection of 
im^ x^ rt competing industries. In an interesting theoretical 
mo>^ ification of the theory of international trade, Gottfried 
Haberler has suggested that trade could hurt a country if the 
3. Gottfried Haberler, "Some Problems in the Pure Theory of 
International Trade, Economic Journal," 60, (1950), pp. 223-40, 
normal classical assumption of full employment is discarded, 
and if resources previously engaged in the import competing 
sector are unable to shift to other industries; would become 
unemployed. In this case the loss through unemployment might be 
greater than the gains from trade, and a tariff would be Justified. 
Froti the above discussion it is clear that most of the 
developing economies are incapable to transforming and cannot 
survive under the classical theory of trade based on free trade 
policy. This is true especially to import competing industries 
which are the relevant instruments in reducing the imports and 
in bridging the widening trade gap. Such industries can only 
survive under tariff protection. 
The weak capacity of production of reallocate the 
resources among industries leads to resulting increase in output 
in one sector. This will continue until they saturates markets 
in the importing countries. If price elasticity is low, the terms 
of trade would become adverse, and may even deter^ jorate to the 
point \vhere they make the country worse off as a result of 
4 
expansion. Jagdish Bhagwati's model of "immiserizing growth" 
in which a country is worse off after growing than before, due 
to the fact that loss out of trade outweighs the gains from 
4 , J a g d i s h Dhagwat i , *lEitJla»risig Growth: A G e o m e t r i c a l note . 
Review of Economic S t u d i e s , " 25 (1958) , p p , 2 0 1 - 2 0 5 . 
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increased productivity, has struck many commentrators on a 
curiosity rather than the serious representation of a real case. 
Most of the developing '"ountries were affected by the 
immiserising growth in the early twentieth century. Immiserizing 
growth has especially occured in Latin /jnerica and for-eastern 
countries. From the above analysis one can conclude that applic-
ation of the classical theory of trade and development was not 
able to transform the traditional structure of economy into a 
dynamic one. The policy of free trade conflicted with the import 
competing sector which was also an essential condition of 
development. The high priority given to export sector adversely 
effected the capacity of the countries which were applying, 
comparative cost as their developmental strategy has led to 
immiserizing growth. 
The causes of adverse terms of trade and deteriorating 
condi ti'^ ns of developing countries were analysed by development 
economists. They proposed their own concepts of growth strategies 
for developing economies. Development economists Lewis, Kurkse, 
5. Lswis, W.A., Economic Development with Unlimited Supplies 
of Labours, Manchester School, May 1954. 
6. Nurkse, R,, Problems of Capital Formation in Underdeveloped 
Countries, Oxford, 1953. 
8 
Myrdal, Hirschman,' Rostow, Dobb, ^ and Rosenstein Rodan 
have focussed their attention on diversification of the home 
market of developing countries underplaying the condition of 
general equilibrium and emphasized the dynamic aspect of growth, 
production, and factors' used by the domestic sector. Most of the 
writters recognise balanced growth as a strategy of development, 
Nurkse and Rosenstein Rod*^ are strong advocates of balanced 
growth. 
Nurkse argues that "trade was working as engine of growth 
of developing countries in the nineteenth century". This was 
due to the increasing demand for traditional exports of raw 
material and foodstuffs by the developing countries. During this 
period the dfvr^'' ovir-" countries were following export oriented 
growth as their developmental strategy. This type of growth 
was beneficial in attracting foreign investment and the sufficient 
quantity of imports of manufactured goods. 
I. Hirschman, A.O,, The Strategy of Economic Development, 
Kew Haven, 1958. 
8. Rostow, W.W., The Take-Off into Self-Sustained Growth, 
Economic Journal, Vol. 66, March 1956, p. 25. 
9. Dobb, M., An Essay on Economic Growth and Planning,London, 
1960. 
10. Rosentein Rodan, P., Problems of Industrialization of Eastern 
and South Eastern Europe, Economic Journal, Vol. 53, p. 205, 
June-Sept., 1943, 
11. Nurkse, R., Pattern of Trade and Develooment, First v;ichwell 
Lecture delivered by Prof. Nurkse, April, 1959 in Stockholm. 
to 
The pattern of foreign trade changed in the twentieth 
century due to structural change in the trade and industry of 
developed as well as developing economies. It therefore changed 
thp pattern as well as development in general and strategy of 
development in particular. The terms of trade of developing 
countries were not favourable and they detriorated during the 
twentieth century. The major factor responsible for this changes 
were the declining of demanfi for export and the leading to a fall 
in export prices. Ragnar Nurkse has listed six factors responsible 
for decline in export earnings of developing economies. They 
are: 
i) Changes in industrial structure in favour of heavy 
industries witl;» a low content of imported raw material; 
ii) Rising share of services in the total output of advanced 
countries; 
iii) Low income elasticity of consumer demand for many 
agricultural products; 
iv) Agricultural protectionism in developing countries; 
v) Economies in the use of raw material i.e., through 
reprocessing of scrap materials in developed countries; 
vi) Introduction of synthetic material substitution. 
Due to the above mentioned factors the export earnings 
of developing countries declined substantially and therefore 
-0 
their terms of trade deteriorrTted. The economic depression of 
the 1930's affected the whole world and prices came down, but 
th- prices of traditional commodities were reduced much more 
rapidly than those of the manufactured goods. Therefore Nurkse 
maintained th.it international trade was not working as an engine 
of growth in the twentieth century. Nurkse advocates a restruct-
uring of indigenous industries and further investm.ent in the 
manufacturing sector in developing countries. He favoured 
bdlanced growth to break the vicious circle of poverty. He 
advised import substitution strategy of development. These 
measures are calculated to help in reducing the trade gap on 
the one hand and in producing manufacturing goods which can 
i!creTSC export earnings on the other. In this way irnbrnlances 
in terms of tra-^ e can be corrected. 
Similar conclusions can be drawn from the Prebisch-
12 Singer thesis. It states that poor countries have suffered 
a long-term deterioration in their commodity terms of trade 
and this has hindered their development^ Terms of Trade mostly 
ial countries, 
have favoured industrAJ^is is because monopolistic elements in 
their products and factor market have allowed industrial 
countries the benefit of their technological progress in the 
form of rising factor prices, whereas in primary producing 
countries the gains in productivity result in price reduction. 
12. H,W. Singer, 'The Distribution of Gains Between Investina 
and ^lorrowing Countries, American Economic Review, May, 19b, 
p. 478. Paul Prebisch, 'The Kconomic Development of Latin 
America and its Principal Problems', New York, 1950,pp.8-10. 
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13 Myrdal al*?© believes that international market forces are 
unfavourable for the poor countries by creating a highly 
unbalanced economy and by causin i a secular deterioration in 
the terms of trade, -ie favours industrial protection in under-
developed countries. He argued in favour of import substitution 
strateqy of development. 
riit- deteriorating economic condition of developing 
countries hns >^ een blammed n the policies of developed countries. 
It h.^ s been discussed in the reports of ECLA and in the writings 
14 
of I,''rebisch. In 1961, at the General session of Assembly of 
U.N., it was stated by member countries that developing countries 
were lagging far behind in the achievement of their economic 
goals. The main problems before the developing countries were 
their deteriorating terms of trade and poor economic performance. 
United Nations General Assembly designated its third decade as 
the Development Decade. The aim was to intensify the efforts 
of member countries to mobilize and sustain support for measures 
required on the part of both developing and developed countries. 
The objective was to accelerate economic growth and self-reliance 
in developing countries. A conference on trade and development 
\-as convened in 1964 by member countries and reports were prepared 
13. Myrdal^ G. Asian Drama: An Inquiry into the Poverty of 
Nations, Penguin Press, London, 1968, Vol. I, Chapter 13. 
14. Raul Prebisch, Towards a New Trade Policy for Development, 
United Nations, 1964. 
under thf quid.=ince of Dr. Prebisch, Cecret-iry-General of UIJCTAD 
TF'vipwin ^  the economic condition of developing countries. 
The report P'^.n^ t^.-.r^  -ha* the slow growth (bf the developing 
countries wan the result of n perr>istent trend towards external 
imbdl <ince.'5' inherent in the developmontri 1 process nnd can be 
count(.^ red only with import substitution policies. 
Ther»'fore, in the fifties most of the developing countries 
accented imriort substitution-led growth as their developmental 
strategy. 3ut in the late sixties and in early seventies these 
countries again accepted export promotion policies which were 
restrictive in the 1950's anr^  the first half of sixties were 
li-berlised with the objective of bridging the domestic supplies 
g,^ p and also to fulfil the import requirement for further 
industrialization and for the establishment of capital goods 
industries. Most of the developing countries adopted closed 
economies as their policy during the fifties and in the early 
sixties except Israel, Turkey, the ihilippines and Chile. 
However, after liberalisation the economies of developing 
countries became more open. The increasing trade gap has led 
to a crisis in the developing countries. The burden of external 
debt on them has been increasing due to adverse term of loans 
and rigid procedures as well as increase in the interest rate 
of the international lending agencies. The developing countries 
were even unable to make interest payments. The debt servicing 
c I) 
power of developing coxintry has been a matter of concern to 
de-reloped countries. Due to these reason, developing countries 
face problem in getting external loans to finance their increasing 
investment programmes. The only remedy before the developing 
e onomies to overcome these problems is to organize their indust-
rial structure, so as to utilize their existing production 
capacity. In the present context of development, import substitu-
ting industrialization appears to be the best solution. 
The present problem of developing countries has been 
summed up in the World Bank Annual Report of 1984. Accordig to 
report, the developing nations are facing the prospects of the 
decline in their immediate growth. This is the cumulative impact 
of relatively low increase in exports volume and prices, high 
real rates of interest and constraints on the availability of 
external finances which forces the developing countries to 
pursue severly contractionary policies. The Report sound a 
note of caution for the developing countries, many of which are 
growing under": the weight of increased debts. Observing that 
the current account deficit of South nations, rose from $ 69 
billion in 1980 to $ 98 billion in 1982, the Bank recommends 
import substitution strategy oriented growth for a reduction 
in their external liabilities. 
?A 
On the basis of the past as well as the present 
coiT^itions prevailing in the economies of developing countries, 
it msy be asserted that in ordrr to achieve the economic goals, 
it is necessary to bring about structural change in their 
economies. These structural change can be achieved by pursuing 
efficient developmental strategies. Both export promotion an^ 
imnort substitution strategies should bo followed in the develop-
mrnt<il x^'iocov^s by efficient allor,qtion of f^sourcer, in the 
fconomy. However, ii! presentcri s i r. due to econoiriir problems 
tacin';i the dovelopinv] countries, high priority should bp placed 
on import substituting industririlization. 
II. INTRODUCTION TO CONCEPT OF IMPORT SUBSTITUTIONt 
International trade is an activity of strategic importance 
in the process of the growth of a developing economy. Foreign 
exchange resources provide crucial inputs and capital goods much 
needed in the early stages of development. In recent times, the 
developing emn^^^pp Te faced with structural problems in the 
realm of international trade. Severe foreign exchange crisis, 
adverse terms of trade and stagnation in their export earnings 
have resulted in a threat to their overall economic development. 
The widening trade gap on one hand and the limited capacity to 
save due to low per capita income in developing countries on the 
C '' 
other hand, have created problems of the availability of capital, 
m:ch needed in the development plans of these countries. The 
developing countries have to depend largely on the inflov; of 
foreign aid for their capital resources. In view of the difficul-
ties in regard to the i.flow of this foreign aid the strategies 
(^f import substitution and export promotion assumes a significant 
role for the c nservation and earning of foreign exchange. 
There are two broad strategies of development to choose 
from. There are inward oriented strategy and outward oriented 
strategy' of development. Inward oriented strategy is the 
combination of protection and import substitution and outward 
oriented strateqy of development combines free trade and export 
promotion. 
Inward looking strategy refers to the policies which 
discourage reliance on foreign resources. Under this strategy 
in its extreme form, no foreign aid is permissible, no movement 
of factors of production to or from outside, no deals 
with multinational corporations and no freedom of international 
communication is permissible. Such a strategy was in operation 
in '"^ ussia during the post World War II period. 
However, in the present economic conditions such as 
extreme form of inward orientation hardly exists in any country. 
The opposite of this extreme frirm of inward orientation is 
the form of outward orientation, in which free movement of 
capital, labour, goods, tec^mology, etc. are p-nninMibi-^ B»t It 
implies absence of competition which brings in many undesirable 
distorations leading to high cost pattern of production which 
is in general inefficient and wasteful. 
As against these arguments the advocates of invard 
orientation plead that inward looking policies encourage 
indigenous efforts and talent, enterpreneurial sVdll,self~ 
reliance, domestic technological development and suitable range 
of products. 
The present study is concerned with the inward orientation 
strategy viz. import substitution policy. A number of economists 
have advocated industrialisation through import substitution 
for the developing countries. The collapse of world trade after 
1929 pushed many countries towards exchange controls and protec-
tion measures and it is from this time that inward looking 
development policy can be dated. 
The experiences of the Second World War also confirmed 
this. During the War, demand for exports from the less developed 
countries increased drastically, but imports were lacking. The 
less developed countries had no difficulty in selling their 
export products at good prices, but they could not import 
industrial goods, especially capital equipment. This hampered 
d. i 
the expansion of the industrial capacity of these countries. At 
the same timo, +-hp (^ -^'^ort boom led to a build-up of foreign 
exchange reserves, and demand was directed towards domestically 
T'roduced goods. This brought with it a greater utilisation of 
domestic manufacturing capacity. Industrial output increased 
substantially in many less developed countries during the War 
years ranging from 9 to 20 per cent increase in India to an 
al;nost 50 per cent increase in Mexico. 
dr«p 
There wereirooted reasons for the view of the less 
developed countries that they were at the mercy of the major 
developed industrial nations. Not only did thelrincomes and 
export earnings fall relative to those of the developed countries 
but ca.^ sasrof the slump also emanated basic-illy from the developed 
countries themselves. The bad experiences of the 1930s left deep 
smears in the memories of the less developed countries and made 
them opt for policies which would free them from the type of 
economic dependence to which they had earlier been subjected. 
Hf»nce it is understandable that a large number of less developed 
countries opted for a policy of self-reliance based on import 
substitution. 
MEANING OF IMPORT SUBSTITUTION; 
The term import substitution has recently gained vital 
importance in development literature. Different economists have 
given different versions of this concept. However, it is not a 
ys 
simple analytical concept. The concept of import substitution 
larqely depends on its motivation. In general, the purpose of 
import substitution is the replacements of imports by domestic 
production. There are two alternative sources of supplies for 
satisfying the domestic consumption. The demand for commodities 
can be met either by imports or by domestic production. In the 
narrowest term.s, import substitution refers simply to the tal<e-
over prohibiting imports in one way or another. 
1 5 Chenery was in fact the first thinkpr to recognise 
import substitution as a crucial factor in growth strategy. He 
established his definition and the method of its measurement. 
Hi? view of import substitution centres around a change in 
[iroportion of imports to total supply. He observes that when 
domestic production of a tradable commodity increases more than 
its imports, it indicates import substitution in this industry. 
He thus defined it as a differences between the growth of output 
with no change in import rntio and actual growth. Using it as 
a framework, Chenery makes a cross-sectional analysis of fifty-
one countries. He rated import substitution as a very significant 
policy of economic growth based on his study. 
Panchmukhi mentioned in his study that by import 
substitution is meant a shift in the source of supply from 
imports to domestic production. However, it may be noted that 
15. Chenery, H.D., Pattern of Industrial Growth American Economic 
Review, Vol. 50, No. 3, September, 1960, pp. 624-54. 
16. V.R. Panchmukhi, Planning for Import Substitution-Some 
Methodological and Empirical Results, Arthvijnama, Vol, 9, 
No. 3-4, September-December 1967, p. 467. 
Import substitution does not necessarily mean reduction in the 
total import bill or elimination of imports altogether. Nor is 
this the main aim of the policy. Reduction of imports is 
essentially a negative act, which can be achieved by means of 
import restrictions alone. Import substitution involves a more 
positive act of developing countries through replacing imports 
with domestic production. In fact, in the initial stages, owing 
to the need of imported capital equipment, technical know-how 
.^n'i raw materials, import substitution may itself become an 
impor -intensive function. Import substitution is essentially 
a method of allocating the scarce resources of country to 
maximise the rate of economic growth and it forms part of the 
overall economic policy of the country. But the extent of import 
substitution is largely determined by the tariff policy and the 
monetary and fiscal measures of the government. 
A distinction may be made between the macro and micro 
17 
aspects of imports substitution also. Mostly economists have 
dealt with import substitution at the macro level. Chenery has 
developed the macro economic concept of import . substitution. 
The aggregative concept at the national level may be called macro 
concept of . ., ^ t u^..-titution and the micro concept of imjx)rt 
substitution relates to firm or industry leTel.. However, the 
17. Kruenger,A., The Benefits and Costs of Import Substitution 
in India - A Micro Economic Study, Minneoppolis, University 
of Minnesota Press, 1975. 
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micro concept of import substitution has been paid little 
attention. A recent work in this area by Anne Kruenger is a 
notable departure. It examines the automobile industry in India 
and traces its progress in the area of import substitution 
within the context of government policy. Micro level concept 
of import su.,^ w-^ t-v-ion x; a better instrument of policy for 
resource allocation, and it also leads to states the adoption 
of technological measures involving import substitution in a 
particular industry, 
V. Bharat Ram defines import substitution in a micro 
1 R 
context J as the ratio of the foreign exchange value of itens 
delated from the initial list to the total foreign exchange 
value of a wholly imported product. The idea of deletion relates 
to the notion that import substitution takes place by stages. 
The analysis of magnitude of import substitution depends 
on industrialization efforts and the changes in relative import-
ance of expenditure in the national product or to some other 
cause. Import substitution resulting from industrialization 
alone is termed 'net substitution'. On the other hand, import 
substitution resulting from a change in the relative Importance 
of exports is termed 'gross import substitution'. Gross Import 
substitution can be listed either as a absolute magnitude or as 
a relative one. 
IB. Vlnay Bharat Ram, Towards a Theory of Import Substitution, 
Exchange Rates and Economic Development, Oxford University 
Press, Delfti, 1982, pp. 3-14. 
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A distinction is made between absolute and relative 
19 ir.iport substitution. In the absolute sense, the entire Increase 
in home output may be considered import substitution, the argument 
is being that in the absence of such production, to import to 
that extent would have been necessary to maintain domestic 
availability. In the relative sense, import substitution is said 
to take place when there is greater proporti';nate increase in 
domestic output than the domestic consumption. 
The dbsolute concept may be valid in a static and 
20 
unchanging economy. When population and income remain static 
a-c\ demand pattern remains unchanged in Increase in domestic 
production automatically lead to a decrease inc imports. But in 
the dynamic economy, it is the relative concept which is more 
relevant. In the relative sense, import substitution is consi-
dered to exist in the case of a given commodity whenever its 
importation to that cornrndidity constitutes a decreasing propor-
tions of the total supply (domestic production and imports), 
19. A Maizels, 'Industrial Growth and World'Trade', Cambridge, 
Univecsity Press, Cambridge, 1963, p. 150. 
2'^ . U.N. ECAFE, Economic Survey of Asia and the Far East, 1961, 
p. 28. 
:\2. 
Import substitution in a relative rather in an absolute 
sense has a better operational significance for self-sustaining 
growth. The measuring rod for the decreasing import substitution 
in a relative sense is the ratio of import to total supplies. 
A downward trend in this ratio shows a positive import substi-
tution, and an upward trend in the ratio shows a negative import 
substitution. In other words, a positive degree of import 
substitution otcui's when the domestic industrialization programme 
results in a more proportionatp increase in production than in 
consumption. 
TYPES OF IMPORT SUBSTITUTIONi 
The phrase import substitution has assumed different 
meaning at different times. Import substitution of a commodity, 
in the usual sense, implies, the replacement of imports of a 
commodity by its domestic production. Thus, for exar(iple the 
imports of copper may be replaced by the domestic production 
of copper. Such a substitution of product for product is termed 
direct substitution. 
Import substitution may also refer to the replacement 
of import of a commodity by the its domestic production of 
substitutes. Thus for example, in the case of copper as mentioned 
above, import^copper may be replaced not only by its 
dv .nestic substitutes production but also by alumulinium and 
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21 plastics. Similarly Pvrites may be substituted for sulphur. 
Synthetic fibre may be used in place of cotton or wool and 
synthetic rubber can be used in place of nat.Loval rubber and 
plastic in place of metals. Such a type of import substitution, 
involves the adoption of alternative techniques of production. 
It refers to the substitution of one product by another of 
different kind but performing tho same function. Import subst-
itution in this context assumes not only an economic aspect but 
a technical one as well. 
The success of functional import substitution depends 
to a large extent upon technological factors requiring great 
progress in research and development and in the application of 
new technology. It also calls for changes in the specifications, 
the end products in order to find suitable alternatives. This 
represents the most dynamic aspects of import substitution 
involving substitution not in terms of product for product but 
by entirely different products. Functional import substitution 
plays a very important role in the developing economies in view 
of the structural rigidities, the lagging primary sector and 
the advancing industrial sector. It also contributes greatly 
to the technological advancement of these economies. 
21. FICCI, Workshop on Import Substitution, New Delhi, 1981, p. 27. 
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In recent years, with the import of a variety of 
commodities which are predominently manufactured indigineously, 
im'oort substitution has come to mean merely expansion of 
production capacity to make up domestic shortages. This is a 
simple exercise in comparative cost advantage and is not import 
substitution as such. 
FACTORS CONTRinUTING TO IMPORT GUBSTITUTION INDUSTRIALIZATION; 
Wars and depression have historically no doubt been 
most important in bringing industries to countries of the 
'periphery' which upto then had firmly remained in the non-
industrial category. The crucial role of the two world wars 
and the great depression in undermining acceptance of traditional 
idea about the international division of labour between advanced 
and backward countries is well known. But industrialisation has 
not only been the response to sudden deprivation of Imports; 
it has also taken place in many non-industrial countries as 
a result of the gradual expansion of an economy that grows along 
the export-led path. Due to the increase in income and markets 
of these types, of economies, production becomes profitable and 
industries are established without an external shock or gover-
22 
nment intervention. This type of industrialisation may be 
called 'demand linkage' as distinct from the continuation of 
22, A,0. Hirschman, Political Economy of Import Substitution, 
The Quarterly Journal of Economics, Vol. LXXXII Feb. 1968, 
No. 1, pp. 4-6. 
the process via backward and forward linkage effect. Gradual 
import substitution in response to the dcvnc^ ui. of domestic 
market has accounted for the wide spread establishment of 
industries which have substantial locational advantages. 
Over the past two deca-^es import substituting industria-
lisation has no longer been exclusively a matter of natural 
market forces reacting to either gradual growth of income or 
23 
t ' ratalystic events, such as wars and depression. It has 
been undertaken in many countries as a matter of deliberate 
development policy,carried out no longer Just by means of 
protective tariffs but through a wide array of credit and fiscal 
policy devices, through pressure on foreign importing firms to 
set up manufacturing operation, as well as through direct action. 
The establishment of state-owrved industries or, increasingly, of 
development corporations or bankn which are entrusted with 
promotion of specific ventures. 
24 
Hirschman has observed four distinct origins of ISI 
wars, balance of payment difficulties, growth of the domestic 
market (as a result of export growth) and official development 
pc iicy. 
23. A.O, Hirschman, The Strategy of Economic Development, New 
Haven, Yale University Press, 1958, Ch. 7. 
24. A.O. Hirschman, Political Economy of Import Substitution, 
The Quarterly Journal of Economics, Vol. LXXXII; Feb,1968, 
No.l, pp. 4-6. 
:^B 
Clearly, there is not Just one ISI process. Industrial-
isation that takes place in the midst df and as a result of 
export growth is different from one that feeds on foreign exchange 
deprivation. In the later stages it is likely that inflationary 
development will accompany the industrialization process than 
:n the f -rmer. The import substituting industrialisation brought 
by balance of payment constraints establishes the industries 
under the import control policies. These industries are mostly 
c. nsumer goods especially of luxury goods. 
Of the four forces ISI - balance of payments difficulties, 
gradual growth of income, and deliberate development policy -
only the second leads to a bias in favour of non-essential 
industries, -^ e last, deliberate development policy, is likely 
to produce exactly the opposite bias; and the remaining two 
causes are neutral with respect to the production of luxury 
goods by the industry. 
PROCESS OF IMPORT SUBSTITUTION 
25 
The jjj^ c^e.^  ot i. iport substitution may bring about 
changes in the import dependence of an economy as a commodity 
(M') or in the import dependence of a sector on its input(M'iv 
or in the final demand component. The first type of changes 
may be indicated by a reduction in the market share of imports 
25. The following discussion is based mainly on V.R. Panchmukhi, 
Import Dependence^Production Efficiency, Economic and 
Political Weekly, Vol. 4, January 1969, pp. 77-79. 
in the total demand (intermediate plus final demand) for the 
commodity or alternatively by thf^  reduction in 'M '. 
The second type of changes in the ratio 'Mij' i.e. changes 
in the ratio o: the i Imported input perunit of output of the 
]• sector. Changes in M. over 'i period of time, indicate the 
4- V* 
changing i-^ port dependence of the j sector on the various 
imjNirted inputs that go intc- its production. The third type of 
changp^ may be indicated by chariges in the share of Imports in 
tlie fitidl demand for a commodity. Considering the first two 
types of import substitution viz., changes in 'M ' and changes 
in 'M, ' one can distinguish between four important situation. 
In t>^ e first cases, the share of inputs in^ - the market for the 
product of a sector, i.e. ^ ^ j^.— , may be falling while the 
Import dependence of that sector itself may be rising. In other 
words, import of the finished product may be reduced while the 
imi,x)rts of the inputs that go into the finished product itself 
m.ay be increased. As a result, the import dependence of the 
economy on the commodity would be reduced. But in the domestic 
production of the commodity Itself, relatively greater amounts 
of inputs would be imported. In the second situation, market 
share of imports may be increasing but the import dependence 
of the sector may be falling. This implies that the imports of 
the finished product are being Incouraged* while the Imports of 
the inputs that go into the finished are being restricted. 
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In the third, case, the Import dependence of the economy 
and the sector may both be declining. Finally, in the fourth 
case, imports of the finished product and of the inputs 
employed in the finished product may both b© rising. 
In all the four cases, the policy under consideration 
nas great impact on the growth of the sector under consideration, 
on the growth of other sector of the economy, and on the 
overall balance of payment position of the economy. In other 
wordo import substituting industrialisation starts predomin-
antly with the manufacture of finished consumer goods that 
were previously imported and then moves on more or less rapidly 
and successfully to the 'higher stages' of manufacture, that 
is to intormedioto goods and machinery through backward link-
age effects. A sectbrs plan for import substitution in respect 
of its input requirements generates a particular pattern of 
import substitution in the economy as a whole, 
SCOPE OF THE IMPORT SUBSTITUTION INDUSTRIALISATION; 
Import substitution strategies are mostly linked with 
industrialization of the third world. The continuing debate 
in the past ac well as in the present, context, regarding 
the underdevelopment and industrialisation has favoured the 
less developed countries to initiate economic development 
:\^ 
Independently of changes in the structure of their production 
and trade. The primary incentive to initiate programines of 
import subutitution is the prospects of industrialisation and 
the economic gains associated with it. It tries to correct 
the chronic long run structural disequilibrium in patterns 
of production and trade which was prevalent in economies of 
developing countries due to their mistakes in allocation of 
resources. In significant parts, structural changes through 
import substitution are also a response to changes in factor 
availablities, factor use, demand and technology in the less 
developed world. 
However, the Import substituting induscrialization can 
be a right devis in bringing structural changes in trade and 
industry. Incidents of benefits from import substitution can 
be best estimated by reflection on structural change in the 
economy on the one hand and improving the balance of payment 
by removing the constraints of foreign exchange. These two 
stimulating forces of the import substituting industriali-
zation would be the main area of research in the present study. 
26. Chenery and S. Strout, Foreign Assistance and Economic 
Development, American Economic Review, Vol, 58, 
4 September, 1966, pp. 915-16. 
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IMPORT SUBSTITUTION AND FOREIGN EXCHANGE CONSTRAINTS; 
Early efforts towards import substitution were promoted 
by foreign exchange constraints of growth. It has been 
formalized in the two gap models of development and planning. 
These models of development postulates limited substitution 
fjossibilities between domestic savings and foreign exchange. 
Given this rigidly in production function, it is stated that 
a high potential saving is by no means a sufficient condition 
tor growth of national income since the optimal use of domestic 
savings is prevented by a shortage of imp>orted inputs. Similarly, 
a large capacity to import may fail to stimulate growth if 
the requisit domestic savings do not materialise. 
The critical conclusion of the model is that a develop-
ing countr^ '• 1^ ' y D be fnced with the structural constra-
ints of enormous significance, viz., (i) a minimum requirements 
of imports to sustain a given rate of growth of GNP and (ii) an 
actual or a potential ceiling on export earnings which 
insufficient to finance the required imports. The role of import 
substitution in the presence of a foreign exchange gap is 
fairly clear. It provides a feasible strategy for eliminating 
the import gap through domestic production of import replacements 
in sufficient volumes to allow a projected growth rate to be 
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met without excess demand for foreign exchange. Import 
substitution as a means of conserving foreign exchange, 
have Deen a general appeal to the planners. 
IMPORT SUBSTITUTION AND STRUCTURAL CHANGE; 
The developing economies are characterising by the 
traditional structure of trade and industry. In the twentieth 
century these characteristics of underdevelopment went against 
the developing country. The main aim of these countries was 
to achieve economic and social progress in short period of time. 
It required the structural changes in the economy. The struc-
tural changes can be brought from quantum changes in the pattern 
of demand, production, technology, and trade. The role of 
import substitution in structural changes in trade can be 
seen in the composition of foreign trade. Due to the policy 
measure, a traditional primary producing export sector turned 
to a manufacturing export sector. Likewise, a light industrial 
sector turned into a heavy industrial base. It does not alter 
only the structure of industry and trade but it also after^ 
the structure of factor proportion, technology and income in 
the developing economy. Besides the two broad objectives 
and alternatively the achievements of import substituting 
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industrialization, there are also other factors affected by 
it. These factors are, employment, income, technology, demand 
pattern and standard of living. This policy was expected not 
only to proiTXDte economic growth but also to initiate a self 
sustaining growth mechanism through the cycle of "import-
saving-reinvestment-increased productivity-higher profits 
etc". 
In the pursuit of the ISI strategy, the developing 
countries were also incouraged by the experience of the 
developed countries. Almost all the developed countries at 
one time or the other, adopted the IS policy to achieve rapid 
industrialization. Developed countries, such as the USSR, the 
USA, Australia, Spain and Portugal, industrialised themselves 
behind high tariff walls. The history of industrialization of 
Australia, in fact, is very similar to that of the developing 
countries. 
Thus, the policy of import substitution was expected 
to solve many of the problems faced by the developing countries, 
It brings structural change in the traditional economies and 
promote economic growth. It tries to transform developing 
economies and enable them to reach the level of development 
of the advanced countries. 
43 
CRITICAL APPRAISAL OF THE IMPORT SUBSTITUTION POLICY; 
The import substituting industrialization policy as 
followed by the developing countries has been criticised on 
various grounds. These criticisms have arisen due to the 
ireat difficulties with a number of countries which based on 
their development plans on import substitution policy have 
experienced. Some of these difficulties and the corresponding 
criticism of the ISI policy are presented in this section. 
27 A.O. Hirshman mentioned three principal accusation 
levelled against the industrialization process as it has 
appeared in Latin America. 
i) Import substituting industrialization is opt to get 
'stuck' after its first success due to the exhaustion 
of easy import substitution opportunities. It leaves 
the economy with a few relatively high-cost industrial 
establishments and with a far more vulnerable balance 
of payments since import consist now of semifinished 
materials., spare parts, and machinery indlspenslbly 
required for maintaining and increasing production and 
employment. 
27. A.O. Hirshman, "The Political Economy of Import Substitu-
ting Industrialization in Latin America, Quarterly Journal 
of Economics, Vol. LXXXII, February 1968, No. 1, pp. 13-15, 
4-; 
li) Import substitution industry is affected by seemingly 
congential,inability to move into export markets. 
iii) The new industries are making an inadequate contribution 
to the solution of unemployment problem. 
The first criticism is a matter of concern, because it 
indicate that import substitution results in economic stagnation. 
The possibility that the scope for import substitution has 
exhausted does not mean that the economies have to face economic 
stagnation. This according to Hirschman is a navie and a semi-
navi<2 ' view of economic development. Actually infinite scope 
exists for economic expansion where outputs like electricity, 
cement, plastic, glass, paper etc. can be used as inputs in a 
wide range of industries. In the case of specific inputs, the 
scale of production can be made viable by choosing inter-
linked investments. Some of the results on import substitution 
which tend to indicate the exhaustion of the potential of 
import substitution must not be taken too seriously in an 
economy of moderate size. 
28 Harry Johnson has shown that when resources are 
allocated to import substitution industries by increasing 
28. Harry G. Johnson, Economic Expansion and International 
Trade, in his International Trade and Economic Growth, 
Cambridge, Massachussets, 195R. 
4^) 
protection, existing resources will also tend to be diverted 
to the production of import substitutes. Real income measured 
at world prices can therefore decline, even though real 
output would have increased at domestic prices, resulting 
in the phenomenon 'of immiserizing import substitution'. 
The policies of protection adopted to promote import 
substitution also have a bias against exports. The effect of 
such policies is to over-value the exchange rate. As a result, 
the exporter has to pay more for the imported inputs or for 
the domestically produced import competing inputs, resulting 
in a high cost of production. On the other hand, the exporter 
receives less in domestic currency in compared to a situation 
of free trade. The exports of the developing countries are 
discouraged by high level of protection. 
The defects of the policy of industrialization based 
on import substitution have been well summarized by Prebisch 
29 is as follows: 
(a) The simple and relatively easy phase of import 
substitution has reached or is reaching its limit 
in the countries where industrialization has made 
29, Raul Prebisch, Towards a New Trade Policy for Development, 
United Nations, 1964. 
4^) 
most progress. As this happens, the need arises for 
technically complex and difficult instituion 
activities, which usually required great capital 
intensity and very large markets if a reasonable 
degree of economic viability is to be attained. Thus 
there are limits to import substitution in the 
developing countries which can not be exceeded without 
a frequent and considerable waste of capital. Moreover, 
the extension of import substitution to a wider range 
of goods generates or increases demand for other 
imports, whether of raw materials and intermediate 
goods to manufacture products in respect of which 
such substitution is taking place or of new lines of 
capital goods or consumer goods that technology is 
constantly creating. 
(b) The relative smallness of national markets in addition 
to other adverse factors, has often made the cost of 
industries excessive and necessitated resourse to 
very high protective tariffs, the latter in turn has 
had unfavourable effects on the indnstrial structure 
because it has encouraged the establishment of small 
uneconomical plants, weakened the incentive to introduce 
modern techniques and slowed down the rise in 
productivity. Thus a real vicious circle has been 
created far exports of manufactured goods. These 
exports encounter great difficulties because of 
high internal cost and quality ground. Their export 
were not able to compete in international markets 
due to the above mentioned reasons created by import 
substitution policy. 
(c) Usually industrialization has not been the result of 
a programme but has been dictated by adverse external 
circumstances which made it necessary to restrict or 
bar imports; these measures have been appJbied especially 
to non-essential imports that can be dispensed with or 
postponed. Thus production of these goods has been 
incouraged, absorbing scarce production resources, 
often regardless of cost. A more rational policy would 
have been given priority to import substitution in 
respect of goods which could be produced under more 
favourable conditions than others, not only consximer 
goods, as has generally been the case, but also raw 
materials and intermediate goods. 
(d) Finally, excessive protectionism has generally insulted 
national markets from external competition, weakening 
and even destroying the incentive necessary for improving 
the quality of output and lowering costs under the 
At: 
private enterprise system. It has been tended to 
stiffle the initiative (t enterprise as regard to 
the internal market and exports. 
Besides the above mentioned criticism levelled against 
the polciy of import substitution, there are also other factors 
which blamed the import substitution policy. It is believed 
and experienced in developing countries that import substitution 
industries are mostly Import intensive and capital intensive. 
Therefore, it is argued that such type of industrialisation 
leads to inflation in the country and laboxir unemployment of 
problem would be unsolved. It is also criticised that ISI policy 
leads to under utilization of existing capacity. 
The various criticism differ from country to country 
and their existing economic structure, economic policies, 
social and political structure. These criticism are subject 
to change due to the aims and objectives of the various policy 
prescription. 
It may be argued that even if these is loss in income 
through ISI policy, this may be so only in the short run. 
Rather, through a policy of import substitution the domestic 
base may get strengthened leading to an increase in productivity 
and profit. Increased profit would result in increased saving 
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which would be ploughed back leading to further increase in 
investment and income. Furthermore, import substitution 
helps in spre^ din-^  Investment in a large number of industries 
thereby incouraging the development of technology and improv-
ement in the quality of factors of production. Import 
substititution in other words is a better instrument for 
capital formation in the developing countries. It attracts 
the multinational and foreign investment into the country 
thus furthering an increase in saving and investment. 
I-iSASURE-iil I,;FCRT SUBS'"^" -^T>- ' m -r r-- f 
AND IT3 ECONOMIC EP^ICISKCY 
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MEASUREMENT OF IMPORT SUBSTITUTION AND ITS 
ECONOMIC EFFICIENCY 
Replacement of competative Imports by domestic output 
is regarded as important substitution. Literature on the measu-
rement of import substitution is not scarce. It has been 
defined as a decline in the import/availability ratio over time, 
or as a decline in the ratio of imports to national income over 
time etc. 
The word important substitution as a measurable concept 
first appeared in Chenery's work, (1) Chenery attributed 
credit to import substitution as a source of Industrial growth, 
Chenery's method is the most popular method of measuring import 
substitution. With minor changes, it has been used as the 
basis of measurement In'many subsequent empirical studios viz,, 
Lawls and Saligo; Stear and Vivodas, Alfered Maizel; Bhagwati 
and Padma Desai; Panchmukhi, P.G. Clark; J. Ahmad; and Elijah, 
M,, James, etc. 
Mollis B, Chenery defines import substitution as 'the 
difference between the growth in output with no change in import 
ratio and actual growth in out put'. The growth in output is 
attributed to two different effects; the import substitution 
1. Mollis, B, Chenery, 'Pattern of Industrial Growth', American 
Economic Review, Vol, 50, Sept, 1960, pp. 624-54, 
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effect and the demand effect. The demand effect can be divided 
into three effects, viz.. Final demand. Export demand and 
Intermediary demand. 
Chenery starts with walrasian general Equilibrium model 
and modified it into introduce international trade. The model 
is based on an identity which is as follows: 
ki = X + M 
Z = [ w + E + Di + M 
X = W + E + D - M (1) 
Where: 
X = Production 
M = Imports 
D = Final demand 
E = Export demand 
W =5 Intermediary demand 
^ X + ^ M = ^ Z ^ W + ^ E + A D (2) 
^ Z r= Z' - Z° 
L e t : 
U" = X^/Z" and 
U' o X ' / Z ' 
T h e r e f o r e : 
X"» = U°Z" and 
X' a U' Z ' 
ri2 
Then ^ X ^ X ' - X ^ a U ' Z ' -U^Z" (3) 
Substituting Z" by Z^- Z in (3) we get, 
X - u'Z' - u"(z* -Z) 
X » U'Z' "" • • ) 
X = lU' - U°)Z' = U*" (W + E + D) (4) 
Therefore, it is clear from above equation that the change 
in value of output is summation of two effects, viz., 
1. (U'-U°)z': Change in the production/availabilitio ratios 
causing a change in output. This is the measure of import-
substitution. 
2. U° (Az) : Change in demand conditions causing a change 
in output. 
This formulation assumes that import substitution is a 
deviation from proportional growth of production and imports. 
The residual effect in the above formulation is the output 
component backed by demand expension. 
Chenery, further divides the import substitution effect 
•nto three effects: 
It is as follows:-
(U'-U°)Z' = (U'-U°)Z + (U'-U°) (D-t-t) +(U'-U°)W 
The first term represents pure import-substitution, which 
would have taken place if there were only proportionate growth 
in demand. The other two elements results from the deviation 
from propox ^ ^^ n.-xity i^  final and intermediate demands. He had 
called them as supply effects and they were treated to be zero 
because of no change in comparative cost and in import propor-
tions. 
The main drawback of chenery's measure is its failure 
to include intermediate demands generated by import substitutions, 
Import substitution may result in an increase in production not 
only at fianl level but also in its supplier industries and in 
2 
their supplier industries and so on. Since import substitution 
is not independent of demand effect, a bifurcation of both 
effects seems dubious. The measure is quite sensitive to the 
level of Income at which it is measured. Sutctiffe showed that 
the chenery measure is senstitive to the level of income at 
3 
which it is measured. As a result, even, a small increase in 
domestic prodaction of industrial output starting from low per 
capita incomes show high import substitution. The empirifcal 
v-alidity of this measvire depends upon the non-negativity of 
the change in production level over time. The measure may give 
a higher value (5or import-substitution of z', is not deflated 
appropriately. 
and 
2. Ahmad, J., 'Import Substitution Trade/Development, JAI, 
Press, Green which, Connecticut, 1978, p. 14. 
3. Ibid. 
^ 
An alternative formulation was due to Alfred Maizel. 
According to this formulation, import substitution can be 
defined as a change in import/availability ratios over time 
4 
multiplied by total supply of the end year, 
x + M = z = W + D + E (1) 
o r AX -fAM =A ,^ =AW +AD +AS 
L e t m° = M°/Z° 
m' = M'A' 
Then ^ M = m 'Z ' - M'Z ' (2) 
Ssubstituting Z° by Z'^ ln equation (2) 
A M = m'Z' -m° (Z'- ^ 2;) 
/^ M = m'^' - m» (Z' -AZ) 
^ M = m'Z' - m"/,' + m° (4^ ) 
A M = (m'-m°)Z' +m°{ylW +AD +AE) (3) 
There the symbols have the same meaning as earlier 
expressed as M = Imports. 
The first term in right hand side of the equation (3) 
is the measure of Import substitution. The second term shows 
the demand effect causing change in Imports. 
This measure gives the magnitude of import substitution 
which is same as chenery but with different signs. This can be 
shown as following. 
4. Maizel, A., 'Industrial Growth and World Trade', New York, 
Cambridge University Press, 1963. P-^58 
rr'o 
Chenery measure of import sx ibs t i tu t ion i s given by: 
(U* -U'')Z' 
( d-m') - ( l -m° ) "^ /^ ' 
This becomes (-m' + m°)Z' and -(m' - m°)'^' 
Which is the measure ^-f Maizels with different signs. 
Thuy nu choice exist between chenery and Maizel measures. But 
these two measure can be used to find out the contribution of 
demand in change in production and change in imports - availa-
bility ratio is former case and constant import/availability 
ratio in later case. This measure is also subject to then above 
criticism as it is not basically different from chenery. 
Another measure is due to E'Xi^ak M. James. His model 
is also based on an identity which is as follows: 
Z' = X' + M' ... (1) 
M a M° - M' (2) 
M" 
Z° 
M' 
M' « - Z' 
Z' 
let M° = M° Z° 
M* = n>'Z' 
Then = fn°Z* = m'Z' ... (3) 
By addinq and substracting m'Z°, we get 
M= m°Z° - m"/.° + m'Z° - m'Z' 
i^y rearranqinq we have: 
A M = (m°Z° - m'z*') + (m'Z° - m'Z') 
^ m = (m° - m')Z° + m' (Z° -^') ...(4) 
Where the symbols have the same meaning as earlier 
expressed. The first term on the right hand side of equation 
(4) is the measure of import substitution. The second term 
shows the demand effect causing change in imports. 
This measure shows import substitution as a difference 
between in import/availability ratio multiplied by initial year 
supply. The drawback of the measure is its failure to include 
intermediate demands generated by import-substitution. And, 
this measure separates the import substitution effect from 
demand effect on change in production. This measure can be 
used only when production does not fall. The magnitude of 
import substitution will be influenced by the value of Z°. An 
attempt is made to incorporate intermediate demands in the 
estimation of import-substitution by Chenery, Shishido and 
5 
Wantabee & Jaleel Ahmad, used inter-Industry model to incorporate 
'J. Chenery, Shishido and Wantabee have concluded that 75 percent 
of Japan industrial growth is due to the change in supply 
conditions. It include substitutions of domestic output for 
Imported manufactured goods, substitutions of manufactural 
goods for primary goods, and other technological changes. 
They have used an inter-industry model of 22 sectors to 
explain the deviations from proportional growth in output. 
See, Hollis B. Chenery, S. Shishido and T. Wantabee, "The 
Pattern of Japanese Growth, 1914-54", Econometrics, Vol . 30, 
No. 1, Jan 1962, pp. 138. Ahmad, J, op.cit. 
the intermediates demands in the estimation of import-substitution, 
Assuming constant technology over time he draw the following 
identities. 
X? = Y?, + E° '^ ° •*• £ ^^ ^1 ...(2) 
Where X = domestic output 
Y = domestic final demand 
M = Imports 
E= Exports 
E a. .X = intermediate use of commodity i in all,, sectors, 
and subscripts and sub scripts refer to sectors 
and time periods respectively. The notion of 
proprotionality is introduced by defining the 
ratio of domestic demand in the two periods as 
A = ^ , YJ/^^ YJ 
Multiplying equation (2) by the proportionality factor 
substracting (2) from (1), and solving for X. Yields: 
X^ ->x° = fi rij £ (YJ -;I,Y°) + (E^ -A^°j^} 
+ 1 ri j ( ;\ M» - M p 
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Where rij = {1-A)~ is the iniverse of Loentlef matrix. 
'U this formulation, the first term on the right hand side is 
the influence of non-unitary income electricities of final 
demand and exports, v/hile the second term measures the effect 
of import substitution. This method is based on the assumption 
of constant technology which may not hold good over a time since 
the technical coof^^cl'^nts would change with the changed condi-
tion/^ i thot assumptions of constant technology becomes unrealistic, 
This measure, while incorporating, the intermediate 
demands departs from the original notion of import substitution 
as a decline in the ratio of imports to total supply. This 
method is based on the assumption of constant of technology 
which may not hold good over a time, since the technical 
coefficient would changed over the time due to new innovations. 
In order to include implicit Intermediate demand while 
preserving the notion of import substitution as a decline in 
this ratio of imports to total supply. Merely and Smith 
developed an alternative method. 
Indirect imports can be included explicitly wit^ an 
input - output table. 
f^. Morley, Samuel A. and Gordon W. Smith, 'Import Substitution 
and Foreign Investment in Brazil', Oxford Economic Paper, 
March, 1972, pp. 121-134. 
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X^ = f^ + A^X^ - M*^  
•here X = the vector of gross nroduction in period t, 
F = the tinul demond vector 
A = the input = output table 
M = the import vector. 
Solving for X and rearranging Yields; 
^^ + (1-A^)-^ m^ = (1-A^)"^ F^ 
t '"'t t 
M*, the new vector of imports, converts imports to a gross 
production basis and allocates them to their proper domestic 
sectors, M* can be interpreted as the amount of domestic output 
necessary to eliminate imports altogether for a given level of 
final demand. Z* is thetotal supply vector, also measured 
on gross production basis. 
f-
If A a A" ; there definition can be substituted in 
Chenery's equation (i.e.^ AXj, =AZ^UJ +ZJAUJ_) 
Where Uj = X"/Z 
o, t (base^the terminal years; 
We get the following: 
A 1^ = 1^ "i -^  h ^"i 
i:)0 
Merely and Smith used M* instead of M as the Import 
comoonent of total supply* For the pattern of growth and IS 
occurinq in most countries, the traditional method will 
substantially under estimate IS compare to the method proposed 
by Morley and Smith. The differences till be concentrated in 
intermediate industries such as steel and Chemicals. 
'3oth the Chenery and Morley - Smith methods would yield 
identical results for import substitution in sectors producing 
exclusively for final demand, while the differences between 
the two, would be negligible, if only a small part of sector 
output is devoted to intermediate use. In the case of inter-
mediate products. However, the Chenery measure is likely to 
under estimate import substitution, since it will allocate 
most of the sectoral increase in output to increase in domestic 
intermediate demand. 
Import substitution, then, is the export difference 
between actual imports in the end period and import ratio 
remained at the level of the base period. All known methods of 
import substitution attempts to partition the effect of non-
unitary elastricities of demand from that of a change in 
import ratio. 
Fane had observed that Morley and Smith would record 
no import substitution and no demand expension for industries 
supplying their output for the intermediate demand of the 
7 
Industry. For example, if M, is reduced and X. is increased, 
there is an increase in the intermediate demand for the output 
of the direct and indirect supplier, of industries i. Suppose 
that industry j is one of there supplier, the resulting increase 
in demand for the output of industry J represent a potential 
source of growth for J due to demand expansion which will lead 
to increase in final demand for the output of industry J. But 
it has not been missed by Morley and Smith's definition of 
demand expandion. According to fane, "Chenery would recard 
expansion in domestic intermediate demand for there industry^ 
but there sources of growth were exactly off set by negative 
import substitution. Import rose by the full amount of the 
Extra intermediate demands and domestic gross output failed 
to capture any of the potential growth. He also accepted 
Chenery criterion for import substitution and proposed a 
method for reconciling the different results which can be 
obtained using aggregate or disaggregate data. 
The proposal is that import substitution is industry 
i be measured in two parts. Import substitution within the 
Industry denoted by S , and the Extra contribution S*. of 
growth in industry i for import substitution, , S. is then 
defined using. 
7, Fane, G., 'Consistent Measures of Import Substitution, 
Oxford Economic Paper, pp. 251-261, 
si = s^ + si 
Using formula appropriate for small changes Fane, defined 
ds, and ds, by 
dS^ -^  Z^ dU^ 
and dS = (U^  - U) dz.^ 
Where X = £x^ 
z = <.^ 
u = x/z 
(S. and S. are obtained from dS and dS by integration) the 
* 
rational for the definition of dS. is that growth in an industry 
with a higher then average ratio of domestic production to total 
supply leads to an increase in this ratio for the whole group. 
The contribution of IS to the growth of all Industries 
devoted by tj, may be defined by applying equation to aggregate 
data. 
Ds = ZdU 
One may wish to consider two or more level of aggregation 
over industries. The total contribution by group to J is for 
all industries is given by: 
dS 
rn YV 
Ei dsj J 
c:^  
Thoretore Fanp has established the alternatives measures 
of import substitution in a individual group and its contribution 
to import substitution in all industries. 
An important study to measure import-substitution in the 
8 
Indian Economy is that of Padma Desai's. She tried to measure 
import substitution in the Indian economy is that over the 
period 1951-63, choosing four years viz., 1951, 1957, 1961 and 
1963. ohe has tried different measures which are rleated to 
a change in the ratio of imports to total supply and showed 
that different measures give different estimates to import 
substitution. Due to this, ranking of industries was also 
different under different measures. The difference are due 
to weights given, degree of aggregation and ways of handling 
Intermedia^p 'em^ r •>- p'^ nerated by Import-substitution In final 
goods. She has collected data on imports and production in an 
adhoc manner at market prices. She confirmed her study to the 
census sector and ranked the industries according to their 
import substitution using the following measures: 
(1) M' - M" 
z' "Z" 
This measure shows Import substitution if there Is a 
generative change in Import/availability ratios over time. 
8. Desai, Padma, 'import Substitution In the Indian Economy, 
1951-63, Hindustan Publishing Corporation India, 1972, 
Delhi. 
(2) M'/Z' - M V Z ° 
M V 2 ° 
This measure i s a p ropor t iona l measure of import s u b s t i t u t i o r 
(3) ( ^ xi^/^^^l ) - ( J X j / | z p 
i = l i - 1 i = l i = l 
£Axi 
i= l 
This i s a v a r i a n t of Chenery 's measure. 
(4) n 
1=1 
{(xi/zj ) - xj^-^o .1^  
1 - , ^ ^ > < : 
- > 
n 
i Z i > o 
i = l 
This measure is due to Lewis and Siligo. The measures 
which take the difference between import/availability as a 
measure of import substitution can be used only to know the 
import dependence rather then import-substitution particularly 
when supply falls. 
The measure (l) and (2) will give the different magnitudes 
of imports substitutions with opposite signs compared to that 
of Chenery. The second measure give the higher value of import 
substitution then measure (Das it is weighted by Z*>/M°. The 
measure (3) and (4) is an aggregative measure obtained by 
summing up the values of import-substitution in each industry. 
:>' 
From all these, it is clear that the direction of change 
in Import substitution will he identical but the magnitudes of 
import-substitution will be different. Hence, the ranking of 
the different industries will differ. Her conclusion's are as 
follows: 
(a) For the entire decade 1951-61 or 1951-63 import substitution 
in the investment group seems to predominate. 
(b) For 1951-57 broadly over-lapping with the first plan 
period, all measures underline the relative Importance of 
import substitution in the consumption group followed by the 
investment group and intermediates in that order, 
(c) All measures show that for 1957-63, (i.e. approximately, 
with the beginning of the second plan and its emphasize on 
heavy industries) import substitution in the consumer goods 
industries has been thelowest, and investment goods generally 
dominating using semi-logorithmic form for consumer goods, raw 
materials and investment goods, she concludes that individual 
industry import/availability ratios indicate the import subst-
itution in 'newer' consumer goods industries, which formed 
approximately 34% of the gross value of organized sector. 
Consumer goods output at factor cost in 1963, was outstanding, 
where as the different measures show in terms of a suitable 
GG 
weighted frame work that the overall, consumer goods import-
substitution was out weighted by investment goods import-
substitution. 
A very interestic and technical study on import 
9 
substitution had been done by Viney Bharat Ram. He has worked 
on Micro level concept of import substitution. He defined 
import substitution as the ratio of the foreign exchange value 
of items deleted from the initial list to the total foreign 
exchange value of wholly imported products. The idea of deletion 
relates to the-notion that import substitution takes place by 
stages. Further he suigests that if there are more than one 
stage then there could be a choice to the sequence, timing 
and extent to which imported items are replaced by domestic 
substitutions. He examined process of import substitution 
through the age of the Industrial decision, for industrial 
decision maker consider both the short run and long run decision 
and therefore, he consider both flow items and capital stocks. 
These items require imported goods and seirvices. 
Bharat Ram has given the following measure of import 
substitution. He has used import output matrix to measure 
the proportion of the value of import content in the final 
output to the value of the final output. 
I) i 
Bharat Ram defines the followinq identities for any 
year t. 
aij = input of sect:6r j per unit output sector 1. 
= proportion of import to the total supply of 
sector j. He assumed whatever has been imported during a year 
has been consumed during that year. 
(aij ^it) •.•' F't ~ i^ ipo^ t^ '^  import of Sector j required 
tor ^it units of sector i. 
He further assumed that the proportion of imported 
input of sector J to the total import of sector j for the output 
of sector 1, is the same for all i's. There is no restriction 
on the allocation of imported items of sector j for the output 
of sector j. 
Then, 
^ (aji Git) -^. •' -p • = total intermediate import content " 
, i_ (aji Qit) Fit 
Hence F^^ = all j Ujt+Fjt 
uit 
^ . Qit + Fjt 
Therefore, his measure of import substitution seems to 
be more realistic as he measured import substitution at every 
all J 
stages of production. He don't rely on the only final imports 
but he includes imports at every stage of productionwhich would 
determine the actual magnitude of the import substitution in a 
qiveii sector. 
Nambiar had used the Chenery measure of import substitution 
is his work. His definition of imports includes also the 
intermediate demand for imports in the import bill indirect 
imports has been included expllcity in his estimates using an 
input output table 
Nambiar has measured inter industry import substitution 
in forty five Indian manufacturing sector during theperiod 
1954-74. He meaured import substitution as a proportion of 
sectoral growth in output and also ranked them in a descending 
order, from higher to lower. Secondly he grouped the sectors 
according to stages of fabrication vis-a-vis consumer goods, 
intermediate goods (raw material origin,intermediate goods II 
(goods at higher level of fabrication) investment goods III 
and measured in each of the group. 
He observed that imports of consumer goods in Indian 
economy had already shrunk to Insignificance by 1955-58, and 
consequently IS process is seen to have entered into the stage 
10. Nambiar, R.G. Import Substitution, Domestic Resource Cast 
and Key Sectors in the Indian Economy', Economic and 
Political Weekly, Vol, XII, no. 24, June 11, 1977, pp.954-962, 
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of producers goods, with the result that domestic production of 
these goods, expended rapidly during the 1960's and early 1970's 
relntion to the former group. 
IMPORT SUBSTITUTION AND ITS ECONOMIC EFFICIENCY; 
Development of trade theory has been enriched by the 
recent contribution of new concepts such as effective rate of 
protection (ERP) and domestic resource cost (DEC). These new 
concept have emerged largely in the context of analysing the 
effect of the trade [xjlicies on the domestic producing activi-
ties and the tradeflows. 
Effective rate of protection (ERP) provides a suitable 
measure for studying the incentive effects of protection and 
for preducting the direction in which resources will be pulled 
by a given set of trade distortion. Developed by Johnson and 
Cordon, its measures the percentage Increase, arising from 
protection, in domestic value added over value added in a 
free trade situation. 
There are several ways of defining SRP. The most 
frequently used formula for estimating the ERP Is: 
11, H.G. Johnson, 'Tariff and Economic Development: Some 
theoretical Issues', Journal of Development Studies Oct., 
1964, W.M. Cardon, 'The Structure of a Tariff System and 
Effective Protective Rate', Journal of Political Economy, 
Vol. LXXIV, No. 3, June 1966, Both quoted from Leela, P, 
'Import Substitution and Economic Efficiency', Hlmalya 
Publishing House, Bombay, 1984. 
/ 0 
t - E^aiJ t, 
ERP . = ^^^^^ 
J 1-E^  aij 
t, = tariff rate on j th activity, 
t, = tariff rate on the input i. 
aij = share of i in the cost of j; 
in the absence of tariffs, both valued at their respective 
inter national prices, the tariff on the inputs represent the 
implicit tariffs. These are defined as the ratio of the 
domestic prices minus the c.i.f. import price, to the c.i.f. 
import price in local currency. The t . similarly stand for 
implicit tariff on output. 
The ERP measures the relative increase in the rewards 
to the primary factors of production caused by the adoption of 
trade policies and hence the ranking of the industries by EKP 
is considered to provide some indications of the relative 
attractiveness of the different Industries for the primary 
tactors of production. There are number of objections raised 
in the literature, against ERP estimates for identifying the 
resource-allocation pulls. It is also argued that in a country 
like India, high ERP-might there, because the Industrial 
licensing system has barred the entry of new firms in a particular 
time of production and hence has generated high premia to be 
enjoyed by the existing firms. This Implies that ERP for an 
industry is cissociated not with the fact that resources would 
move towards -^ t hr+- with the fact that they have moved from 
it. It is observed that estimation of ERP is useful in provi-
ding so'Tie hroad picture of the distorations in the rewards 
to primary factors of production as a result of the controls 
und the restrictions policies irrespective of whether exact 
12 
resource-allocution implications are derived from it or not. 
In countries where import substitution or exoort promotion 
ji'licies are adopted to overcome balance of payment problems 
and to achieve rapid industrial and economic growth, it is 
essential to attempt an estimate of the costs to the economy 
of saving and/or earning a unit of foreign exchange from the 
domestic manufacturing activity and also to Judge whether the 
costs are high. Such a estimate of the costs are provided by the 
DRC technique, developed by Bruno and Kruergar. 
DRC attempts to measure the cost of saving and/or earning 
of unit of foreign exchange, the DRC of the activity measures 
^he social opportunity cast of the domestic resources employed 
directly in the Jth activity and indirectly in the home goods 
that are used in the ith activity in saving and/or earning one 
unit of foreign exchange. The concept of DRC is comparable to 
12. Panch Mukhi, V.R. 'Trade Policies of India', Concept 
Publishing Company, New Delhi, 1978, pp. 178-80. 
the familiar cost benefit ratio. The difference between the 
two is that, while the later compares the total real costs 
and benefits, the former compares the net domestic resource 
cost with the net foreign exchange saved. For Judging the 
efficiency of an activity, its DRC is compared with the shadow 
rate of exchange opportunity cost of foreign exchange provides 
the efficiency norms with which the efficiency of individual 
industries is compared. In the case where DRC exceeds the 
shadow exchange rate, the domestic manufacturing activity is 
considered to represent an inefficient use of resources, as 
the opportunity cost of domestic resources is greater than the 
foreign exchange saved and/or earned by the domestic manufacturing 
activity. Similarly, where the DRC is lower than the shedow 
exchange rate, the domestic manufacturing activity is considered 
to represent efficient use of the domestic resources. In this 
respect, the DRC also indicates the particular exchange rate 
at which the domestic manufacturing activity could compete with 
comparable activities abroad with out the need for protection. 
Differences in DRC among different activities represent non 
optii^ nal allocation of resources. Real output of the economy as 
a whole can be increased, in such a situation, by transforming 
resources from high cost activities co low cost activities. The 
DRC for an activity can be measured by the expression. 
13. v.uoted from, Leela, P., 'Import Substitution and Economic 
Efficiency', He malay Publishing House, Bombay, 1984, 
pp. 33-38. 
DC 
[>RC _ ^IVlj Si -I-^ r^ ^ "idrjvlr 31 
f )jr|^  
Where: 
DCJ = the domestic opportunity cost of domestic resources 
employed in the Jth manufacturing activity per unit 
of output. 
NVA = International value added by domestically owned factors 
of production per unit of output j. 
V. . = The anount r^-f t*^ e i th domestic factor of production used 
in the J th value-adding process. 
S. = Shadow price of the i th factor. 
D . = Amount of the h th home good used in the production of J. 
V, = '^ vrnount of ith factor of production used in the production 
of h th home good, 
m . = the amount of the Cth fraded good input employed in 
rpoducing j, valued at international prices. 
V . = The amount of f th foreign owned factor of production 
employed In producing j per unit. 
r^ = The repatriated return to the f th foreign owned factors 
of production. 
International prices are normalised at unity here. It 
Is also assumed that no traded imports or foreign owned factors 
of production are employed in the production of the home goods 
in formulating this simplified form of the equation for DRC. 
Home goods are those accomodities where trade does not take 
olace and where there are no restriction imposed by the gover-
nment on the transaction. In actual practice the production of 
home goods involves the use of traded inputs. 
Domestic costs (in domestic currency) are represented in 
the numerator and the net exchange earned or saved in foreign 
currency is represented in the denominator. The DRC, there by 
measures the net international value added per unit of the 
domestic resources, i.e., the cost in terms of domestic resources 
of saving and/or earning {sch, unit of foreign exchange. These 
concept have been widely used by different trade theorist in 
the studies regarding allocation of scarce resources and in 
estimation of economic efficiencies of import substituting 
and export promotion projects. It should be noted that in making 
decision about change of regime from import substituting to 
export promotional strategies, the DRC index was found more 
useful in terms of Its ability to provide a guideline for the 
selection oi potentially efficient export items. 
(') 
Much importance has been attached to these two concepts, 
but there are some limitation of these concept regarding the 
applications of DRC and ERP concepts for resource allocation 
in an open economy. The assumption of fixed coefficients in 
DRC/ERP is unrealistic. This assumption does not consider the 
gains is efficiency through factor substitution. The difficulties 
in calculating shadow prices has led to the use of international 
prices in estimation of DRC/ERP which is measured on the basis 
of c.i.f. prices. Due to it, one can find a negative value of 
idices DRC/ERP which have little meaning for allocations purpose. 
There may be divergence in values of ERP/DRC index due to 
monopolistic factors which are wider than the inefficiences in 
resources allocation under protection. Therefore, the monopo-
listic pMDwer under protected firms which can generate negative 
value added has not been considered in ERl^ /DRC techniques. 
Many critic of import substitution policy have used the 
ERP/DRC methods in order to investigate the inefficiencies 
in allocation pattern of scarce resources of trade policy and 
distortion on the productivity of these sectors. 
Saligo and Stern (1965) for instance, estimated that 
in 23 out of 48 manufacturing industries in Pakistan, the 
14 
value added at world prices was negative. Therefore, alternative 
1^ . Ahmad, J., op.cit., pp. 47-48. 
'' O 
use of ERP has been in measi:rlng the real contribution of an 
activity to the national pro'iuct by comparing the discrepency 
between value added at domestic and world prices respectively. 
When there are tariff on final goods and intermediate products. 
It may therefore be that the real contribution of some import 
substituting industries to national income is negative, when 
measured in world prices. In other words value of material 
inputs in the sector exceeds the value of final products, both 
measured in world thrice. 
Panchmakhi has estimated ERP for the sectors of the input 
IS 
output table of 1965. He observed that value added at 
internatiohal prices becomes negative for the sector i.e., rubber, 
animal husbandry, starch and man made fibres. 
Again the ERP was negative for bidi, plantation, food 
grains, sugar can, other crops and printing publishing the 
value added in domestic prices was less than that in internat-
ional prices. Therefore, the protection system had put these 
production activities at a disadvantages compared to the 
situation of international prices. Out of 69 sectors for which 
ERPs are obtained, ERPs are larger than the nominal implicit 
tariff rates, for 53 sectors in case 1 (non traded inputs with 
zero tariffs) and 12 sector in case - 2 (non-traded inputs which 
IS. Panchmukhi, V.R., 'Trade Policies of India-Aquantitation 
Analysis', Concept Publishing Company, Delhi, 1978, 
pp. 178-80. 
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were included in value added were given protection along with 
primary factors), 
ERP showed a pattern of escalation with the degree of 
processing. The production activity of intermediate goods 
received smaller protection than that of finished goods. The 
capital goods production received less protection than consumer 
goods or intermediate goods production. It introduced favour 
to consumer goods with high ERP. 
It was revealed that ERP were greater in case of import 
substituting industries in comparision with export industries 
which showed a lower ERP. It had been found that import subs-
tituting industries were developing on the cost of exports and 
agriculture and otlier traditional primary industries which 
showed low ERPs. W.F. Steel has also used DRC/ERP method to 
study efficiency norms in Ghana's manufacturing sector. He 
observed that DRC in manufacturing sector of Ghana was extremely 
high during 1967-68. A one fifth of the firm had to spent 
more foreign exchange on direct and indirect input costs than 
could had been to import the finished pro^^uct. 
Panchmukhi has estimated DRC for the 77 manufacturing 
sectors of Indian economy for the period 1968-89 and 1963-65 , 
16, William, F. Steel, 'Import Substitution and Excess, Capacity 
in Ghana', Oxford Economic Paper, 1972, pp. 212-37, 
171. Panchmu"khi, V.R., op.clt. pp. 178-82. 
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According to him, the DRC estimates for 1968-69 were negative 
for the sector, rubber, animal husbandry, starch and men made 
fibres out of the 69 sectors for which DRC was estimated, the 
DRC of 25 sectors were in the range of 7.5 to 15.0 and there of 
the other 24 sectors were in the range of twice the official 
exchange rate, and those of 10 sectors above three times of 
official exchange rate which was 7.50 per one US $. Therefore, 
most of tVie sector were economically inefficient. 
H.G. Nombiar used the concept of DRC to know the success 
IS and efficiency of the different import substituting sectors. 
His conclusions are follows: 
1. The IS strategy is seen to have succeeded in its primary 
objective of altering the structure that wo\ald generate 
pressure to activate latent growth forces. 
2. The costs of saving foreign exchange through domestic 
m.anufacturing there found to be high in 12 domestic 
sectors of which 9 are major Import substituting one's 
and continued operation of which at the costs and level 
of utilisation of 1973-74 could be justified only on 
the grounds of high backward and forward linkages. 
3. Relatingly high capital/labour ratio, high tariff and 
low productivity are identified as source of high costs. 
19. Nambiar, R.G. op.cit. pp. 954-962. 
7 3 
Thfi*efore efficiency of firm can be Improved by 
reducing protection, liberlising imports and by 
increasing capacity utilisation. 
It has been revealed by the above discussion that 
measures of im|X)rt substitution are indicator of growth. It 
works as a instrument in decision making in resource allocation 
and trade policy formulation. The ERP and DRC techniques are 
better tools in project selection and appraisal regarding the 
import substituting and export promoting activities. 
PROCESS OF INDUSTRIAL DEVSLOR'iEr-n:' IN INDIA : 
II--IQUSTRIALIZATION AI^ TRADE POLICIES 
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C H A P T E R - I V 
PROCESS OF INDUSTRIAL DEVELOPMENT IN INDIA 
INDUSTRIALISATION AND TRADE POLICY 
The prime concern of the developing countries is to 
raise per capita income and living standard of their people. 
The successful pursuit of this aim involves planning for the 
development of the three major sector of the economy in, 
primary, secondary and tritiary sector. Industrialisation 
is seen as a means towards achieving this end and so is 
economic diversification. Foreign trade sector played a key 
role In economic development in general and in industriali-
sation of developing countries in particular. Trade policy 
is one of the Important determinant of industrial growth. 
One of the basic constraint faced by the developing 
countries in process of industrialisation was foreign exchange 
constraints and the saving (investment), constraints. Foreign 
exchange constraints prevailed due to a heavy Imports needed 
in the early stages of industrialization. Exports earnings 
were stagnent or even showing diminishing return, there was 
serious balance of payment problem before the developing 
countries which is still prevailing in there economies. The 
trade gap cannot be reduced by curtailing imports. Therefore 
balance in trade can be achieved either by increasing exports 
or by foreign aid. Sometimes, the value of exports may even 
n^ C) 
decline, when the country is launching the programme of its 
large scale industrialization. The foreign exchange difficulties 
have to be overcome to smoother the course economic transf-
ormation. Developing countries used import substitution and 
export promotion policies to counter with foreign exchange 
constraints. There were great emphasis in underdeveloped 
countries on import saving and import substitution measure. 
Import substitution policy for industrialisation has because 
a regular and continuous feature of industrial planning in 
developing countries. A shift has been obseirved from the 
sixtees towards export promotion measures in developing 
countries. A interesting feature of exports of developing 
countries is that most of new exports are from import sunst-
itution industries. 
The brief history of process of industrial development 
in developing countries in general and India in particulars 
is summarized in this chapter. A quick review of the Indian 
economy during the last three decades is intended to show 
that industry got a lians share of additional resources 
mobilised during the planned development process and that 
1. See, Anne, 0, Kruenger, "Liberalization Attempts and 
Conseqijences", A Special Conference Series on Foreign 
Trade Regimes and Economic Development, Volume X, 
National Bureau of Economic Research, New York, 1978., 
p. 20. 
a:e 
foreign trade plaged a declining role In relation to G.N.P. 
The main reason for this kind of outcome was a strong anti 
trade bias of industrial growth during the late fifties and 
sixties. It was due to the inward looking trade policy in 
import substitution, followed by planners during fifties. 
However, this bias was getting connected by the mid seventies. 
The broad pattern of industrial growth and trade policy is 
also examined briefly In this chapter. 
PROCESS OF INDUSTRIALISATION IN DEVELOPING COUNTRIES; 
Process of industrialisation in developing countries 
can be dated with the first world war which created problems 
for primary producing countries. Most of the developing 
countries were importing the manufacture goods, which became 
short of supplies due to war condition. These countries were 
forced to set up local production units of manufactured goods. 
The protection policy can also be dated with this period. The 
protection was required after the first world war to safeguard 
the interest of domestic industries. The developing countries, 
therefore started manufacturing industries by protecting 
2 
them from foreign competition by Introducing tariff policy. 
2. Maizels, A., "Industrial Growth and World Trade", Cambridge 
University Press, N.Y., pp. 21-22. 
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The next round of industrialization process in developing 
countries followed closely on the world economic crisis of 
1930-31. The depression in the world economy had adversely 
affected the developing economies due to fall in the proces 
of exports of primary producing countries. The terms of trade 
and balance of payment suffered a set back to these economies. 
Developing countries realised the need of diversifIctition of 
their Industrial sector to produce manufactured good to bridge 
the domestic supplies gap as well as to increase their export 
earnings. The existing market demand had encouraged local 
production which in turn also encouraged Import saving. The 
consumer goods and light engineering goods industries were 
established in this course of industrial development. 
A third spurt in industrialization process can be traced 
during the second World War for much the same reason as these 
operating in the First World War period. Again the pace of 
developmen. --3 .iieerti in. Developing countries paid attention 
on manufacturing sector development to escape from the 
situation arising as stated above. 
But still there was not a definite policy of industrial 
development in developing countries. The Industrialization and 
trade policies, as a matter of national importance were paid 
attention in late forties. The new dimension in policy of 
industrialization started due to adoption of planning technique 
tor a balance development of these economies. It was realised 
by most of the developing countries that industrialisation and 
economic progress can be speeded up, fixing targets and 
nlacing periorities in certain sector of economy by conscious 
planning. 
The important motivating forces leading to planning 
for industrialization and trade during the fifties and in 
subsequent periods can be best judged from the economic 
analysis of the developing countries. Most of the developing 
countries were experiencing a low level of economic activity 
0v"4 traditional structure of economy was still dominant. These 
countries were facing diminishing return in agriculture, 
stagnation in exports, unemployment and low level of per 
capita income. Besides, it, they were facing foreign exchange 
and investment constraints in their development plan, for 
which they had to depend on foreign aid. Most of the developing 
countries launched a planned programme for heavy industrializa-
tion. These economies introduced import sunstituting led 
industrialisation with internal as well as external resources 
(foreign aid) to over come the obstacles of widenning trade 
gap, adverse terms of trade and domestic shortages. It had 
brought structural change in these economies in later period. 
an 
Exports led industrialisation had got momentum in 
developing countries during late sixties and in subsequent 
period. Most of the developing countries are using export 
promotion measure for a successful export led industrialization 
is still a important criteria in allocating resources in 
developing countries. But its objectives lies ih development 
of sophisticated industries using modest technology. It is 
i5lso meant for bridging domestic supplies shortage and self 
reliance in a particular industry. In recent years meaning 
of import substitution has gained wider scope in field of 
technology, material substitution and in the production of 
sophisticated, industries, in field of advanced electronics, 
computer, petro-chemical, the manufacture of oil exploration 
machines, sophisticated telecommunication system and in defence 
production. But these production activities require a huge 
investment and sophisticated technology which only developed 
countries can offer. Indis is only developing countries which 
has reached in the field of most advanced and sophisticated 
industrial activity. 
PROCESS OF INDUSTRIAL DEVELOPMENT IN INDIA; 
India's experience in process of Industrialization is 
a like those of developing countries. India has now reached 
in ten most industrialized nation of world, which itself 
8G 
indicates her strong capacity of transformation from a tradi-
tional economy to industrial economy industrial development 
in India has been guided by her economic policies in general 
3 
and by trade and industrial policy in particular. 
PROCESS OF INDUSTRIALIZATION IN INDIA; 
India has been concerned about her economic development 
and its relationship with foreign trade even prior to her 
attaining independence. Under the influence of Mahatma Gandhi 
when the country was agitating for her political freedom and 
even earlier then that when the swadeshi Movement was started, 
there was great reticense in importing foreign goods in India, 
It was argued that the imports of foreign goods geoparalized 
the progress and development of industrial growth in the 
country. The Swadeshi Movement was infact a counter action 
to foreign imports. It encouraged people to manufacture and 
use home-made goods, and secondly it advocated boycott of 
foreign raarchandise which robbed employment from the indigen-
ous-, craftsman and intensified exploitation of the country. 
After first World War there was a change In the British 
Policy the government of India began encouraging large scale 
3, For detailed analysis of Industrialization and Trade 
policies in India, See, Bhagwatl, J.N. ana Padma Desai, 
"India - Planning for Industrialization" Industrialisation 
and Trade Policies since 1951, Oxford University Press, 
Delhi 1970. 
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industrial projects and officially those industries which had 
the potentiality of competing against foreign competition were 
accorded periority and they were protected, the policy of 
protection was announced in 1923.It was under this impact of 
protectioi t' .., vai ous industries such as textiles, sugar 
and certain engineering goods industries started in India. 
Most of industries were established at processing level. 
During the Second World V/ar, the economic situation 
had become very critical. There was shortage of strategic 
material as well as of consumer goods but interruption in war 
industries could not be allowed and as such distribution of 
scarce material necessary for such production programme had 
to be regulated. It was therefore necessary to have rigid 
control over the mobility of raw material and other essential 
goods, so that the requirements of the war industries were 
fully met. The policy of import control as adopted at that time 
was aimed at securing essential commodities required for 
maintining regular. In the production of essential and strategic 
goods both in India as well as in other countries. India faced 
many economical and political disturbance during foTctles ,, 
^ ost war inflation and partition of the country had adversely 
retarded the Industrial growth. 
Since independence, the problem of industry and trade, 
has taken different shape. The political independence was 
to bv! 
consideredia step towards securing a better standard of 
living for ^''- '"'" ^ 'e Economic development of country was 
necessary for it. Attention was paid towards development of 
Industry and trade. Planning Commission in March 1950 was 
established to achieve balancetieconomic development in the 
country. 
PROCESS OF INDUSTRIALIZATION UNDER FIVE YEAR PLANSi 
GROWTH STRATEGY; 
Indian planning has been launched with the main 
objective of growth, modernisation, self reliance and social 
justice. Planning process began with the start of the First 
Five Year Plan in 1951. The Central purpose of planning was 
identified as that of initiating a process of development 
which will raise living standard and open out to the people 
new opportunities for a richer and more varied life (First 
Five Year Plan). Indian Industrialization has been subject 
to industrialization and trade policies adopted during the 
plan period which are discussed below. 
INDIAN INDUSTRIAL POLICY; 
Industrialisation was given urgent importances in Five 
Year Plan, one of the major cause of planned industrial 
development in plan period is due to Industrial Policy announced 
hy tho Planning Commission. The First Industrial Policy 
resolution was announced in 1948. It had stated the role of 
public and private sector in industrial development. It 
recogniset, , r- ji,u-.sj, ely active role for the state in the 
development of industries. This resolution classified indust-
ries into four categories. The first category covered, industries 
of national importance, i.e., defence, rail transport, atomic 
energy etc. The second category covered coal, mineral oil, 
steel, telecommunication etc., of infra-structure sectors. 
The first category was entirely le6t in Jurisdiction of Central 
Government and the second category was assigned to public 
sector with the exception that public sector may utilise the 
services of private sector under government control. The third 
category covered 18 industries, automobiles, tractors, prime 
moveri;, electrical engineering, heavy machinery, machines 
tools, heavy chemicals, fertilisers, electro-chemicals, rubber 
manufacture, power and industrial alchohal, cotton and woolen 
textiles, cement, paper, salt, sugar and minerals industries. 
The government felt that for industries in this categorle, 
planning and regulation were essential in the national interest. 
The fourth category, covering the remainder of this 
field was left open to private enterprises, under the state 
directives. 
so 
The industrial policy resolution of 1948 also contained 
promises of assistance to private sector. The removal of 
transport bottlenecks, provision of import of essential raw 
material, the imposition of tariff to prevent unfair foreign 
competition and moderate taxation policy to encourage invest-
ment were specified as government responsibility. 
Government introduced a Bill in Parliament in March 1949 
to implement the Industrial Policy Resolution (IPR) of 1948. 
i3ill was approved in October 1951 as the Industries (Development 
and Regulation) Act which came in force in May 1952. The one 
of the major objective of this bill was, "regulation of 
industrial investment and production according to plan 
priorities". 
The industrial development in first five year plan was 
rather limited to infrastructure and basic industries. It 
was a collection of few projects only. The major changes In 
industrial policy were brought during second five year plan. 
It was due to adoption of socialistic pattern of society in 
1954 and the priority of industrial development in second 
Five Year Plan. 
The Second Industrial Policy Resolution of April 1956 
is a land mark in the evolution of industrial policy and 
continued to form the basis of future statements. It stressed 
that the realisation of the objectives of the socialistic 
pattern of society and planned rapid development required 
that all industries of basic and strategic importance, public 
utility services and other industries which required investment 
on a scale which only the state could provide, must be in the 
public sector. It classified Industries into three categories 
having regard to the part the state would play in each of 
them. Industries were distributed in three schedules. A,B & C, 
showing clear responsibility of Public and Private sector. 
Schedules A consisted of 17 industries reserved 
exclusive^ for state action. The industries were, arms and 
ammunition, atomic energy, railways, air transport, iron and 
steel, heavy costing and forg Ings of iron and steel, heavy 
plant and machinery, heavy electricals, air craft, ship buil-
ding, minerals, industries, tele-communication industries, 
generation and electricity distribution. 
Schedule B consisted of 12 industries in which the 
state would increasingly established new enterprises without 
denying the private sector its opportunities, there were, all 
other mineral except minor minerals, aluninium and other non 
ferrus metal, machine tools, ferro-alloys and tools, steel 
basic intermediate products required by the chemical industries, 
drugs, fertilizers, synthetic rubber, carbonisation of coal 
and chemical pulp road transport and sea transport. 
i)';> 
Schedule C covered all the remaining industries whose 
future development l^ ft in the private sector. 
One of the objective of Industrial Policy Resolution 
1956 was to establish heavy industrialisation in which public 
sector was assigned major responsibility. Therefore, state 
led industrialisation began in India since the beginning of 
Second Five Year Plan, the share of public investment in 
total investment was raised from 46.4 percent in the First 
Plan to 54.6 percent in the Second Plan and to more than 60 
percent in the later plans. 
The main objective of the industrial policy include 
optimum utilisation of installed capacity high productivity, 
higher employment generation, correction of regional imbalan-
ces through preferential development of Industrially backward 
areas, faster promotion of export oriented and import 
substitution industries, strengthening of the agrobased 
industries and consumer protection against high prices and 
bad quality. Licensing of industrial units is done in accordance 
with the industrial policy and Industries Act of 1951„under 
the existing provision, small scale units with investment upto 
Rs. 20 lakh and ancillary units with investment upto Rs. 25 
lakhs are exempted from licensing. Further medium scale 
o':' 
industrial undertakings with investment upto Rs. 5 crores are 
also exempted subject to condition that they would not produce 
articles reserved for the small scale sector; or which are 
covered by special regulation or which face capacity constraints. 
The major break through Inllcencing policy could be 
identified with the establishment of Monopoly and Restrictive 
Trade Practices Commission in 1965. It was argued that the 
working of the planned economy had contributed to the growth 
of big companies and aforded protected markets. It favoured 
libej&alisation of licensing policy to enable small enterpre-
neurs to obtain licenses. The Commission recommended the 
establishn«nt of public sector Industries to prevent the 
concentration of economic power in private hands. In order 
to reconstitute the industrial licensing policy system to 
improve its efficiency. Parliament passed the Monopoly and 
Restrictive Trade Practices (MRTP) Bill in 1969. 
Industrial licensing policy of 1970 made changes in 
the licensing policy. It gave a text of core industries consis-
ting of basic, critical and strategic industries in the economy. 
The core sector consisted; agriculture Inputs - nitro-genous 
4 
4, Pranab Mukherjee, "Beyond Survival - Emerging Dimensions 
of Indian Economy", Vikas Publishing House Pirt, Ltd., 1984, 
pp. 81-82. 
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and phosphatic fertiliser, pesticides, tractors and power 
tiller, and rock phosphate and pyrites, iron and steel, non 
ferrus metal, petroleum, coking coal, heavy industrial 
machinery, shipbuilding, newprint and electronics. These 
industries in the "core" sector were reserved for the public 
sector. In addition to the core sector, all new investment 
of over 15 crores were deemed to be in heavy investment sector. 
In the middle sector investment ranging from 1 crore to 5, 
crore were granted license liberally except the large no'^W^ G'/u'"^  
\amendment 1970 was the consideration of minimum economic level, 
foreign exchange component of investment and economic efficiency 
in granting licenses, the investment less than or equal to one 
crore were delicensed to promote small scale sector. 
Fourth Five Year Plan was industrial instrument in brin-
ging improvement in industrial investment. Public sector was 
accorded highest responsibility in field of industrial 
production and finance. Many of the leading financial institution 
coal mines and industrial units were nationalised in order to 
achieve the industrial growth invisaged in Fourth Plan,Import 
substitution in manufacturing industries was encouraged by 
heavy investment made in this sector during Fourth Plan which 
jVxi.tACfc'rf imports of manufacturing industries substantically 
during this period. One of the major role was played by 
^o 
industrial licensing policy in bringing structural changes in 
industrial investment during fourth plan. 
Govt, again introduced Industrial Policy Statement 1973 
in accordance with the approach of Fifth Five Year Plan. It 
announced a new list of 19 groups of industries in the core 
sector. MRTP companies are eligible to participate in certain 
specified industries. These includes core industries of 
imp'^rtance of national economy, as also industries with long 
term export potential. These industries were considered of 
critical and strategic importance for the growth of the economy 
and need sophisticated technology. It was stated in the 1973 
statement of industrial policy. Government delicensed 21 
industries in 1975 including cotton spinning, oil industries, 
puj.p and bamboo industries, 3re.|'y-«<'.+orel;>i, glass lamps, industrial 
sewing machine and tractor drawn agricultural n:»)Str«.ments, 
It permitted unlimited expansion beyond the licensed capacities 
to monopoly and foreign houses in industries such as basic, 
drugs, cement, paper, chemical including fertilizers and heavy 
industrial and chemical equipment. It helped in boosting export 
and promoting import substitution in these industries. The 
Janata Government in 1977 stressed the need for promotion of 
small scale and village industries to create employment in 
the economy, reserved 872 items exclusively for small scale 
industries 
Industrial policy of 1980 aimed to stimulate production 
by optimum utilisation of installed capacities. These measures 
include fuller utilisation of existing capacities, automatic 
growth of 25 percent over a period of five years in respect 
^.f certain selected industries, production for exports being 
treated as outside the licensed capacity and exemption of 
certain specified industries from the operation of the MRTP 
Act. Industrial undertaking have also the facility to produce 
upto 25 percent over the above their licensed capacity. 
Special approval committee has constituted In 1983 to 
attract investment in India by non-resident India. The committee 
objective is to process the application of non resident Indian 
for investment in Indian industries. 
One of the major development in industrial policy came 
during 1984-85/ keeping in view the urgency of finding alter-
native sources of energy, investment in the production of 
equipment for exploitation of sources of energy like solar power 
wind power, bio-mass, geo-thermal, tidal power, wind-power 
and sea power has been delicensed. Investment in equipment 
for mini and micro hydel system upto 5,000 KW and electrical 
vehicles has also been delicensed, amendment in industrial 
license is not required in case of change in product mix of 
manufactures. It has procedural delay and other casts associated 
with seeking amendments to their industrial licenses. The 
manufacturing units will also be in a position to improve 
utilisation of installed capacities by diversification of 
their product range. 
Towards the end of 1985, the government also announced 
a scheme of capacity re-endorsement under which the re-endors-
ement facility would be available to all licensed units which 
had achieved 80 percent of their licensed capacity during 
any of the previous tive year preceeding 31st March, 1985. 
Besides it, government announced simplified procedure for 
moderanization and expansion of licensed industries to increase 
productivity and maximise capacity utilisation. 
The policies mentioned above played a key role in 
balanced industrial development in general and development 
of manufacturing industries in particular, the industrial 
policies during fifties and in early sixties encouraged import 
substitution in manufacturing sector by placing priority to 
heavy industrialisation particularly in public sector. The 
later developments in policies were designed with the socia-
listic pattern of plan in order to achieve balanced growth 
and to create employment by developing small scale sector. 
Export promotion has been the objective of industrial policy 
since the beginning of seventies. Adoption of sophisticated 
>^8 
technoloqy/ foreign collaboration and investment, maximum 
capacity utilisation and capocity creation and import subst-
itution in new fields of industries has been the objective of 
industrial policy during seventies. The diversification of 
ranqe Qi products, costs, quality and absorption of new 
technob^av has been the main features of Industrial policy 
durliiq tlio recent years in eighties. 
INDIA;: THADE I\)LICY; 
India's trade ptilicy played a key role in bringing 
stiuctur^i] chaixje in Indian indur;tries and trade. 
l\>\<:»ign trade in Jndia h.\;i undorgorio considerable otruc-
tural ch-uuje since IndJa einharkod on a process of planned 
Tvinomic devolopmcnt. Indian policy oystfrri has undergone cevoral 
shifts di;; j.nq the poriod 1950-riO. One may identify the period 
1'350-<i2 a5; belonging to the system of heavy inward orientation 
and trom 1966 and in subsequent period as one of outward 
5 
orlor.tatinn though not of a very very prononced type. 
Tho planning process in India started with emphasis 
on heavy industries and the consequent import substitution 
oriented industrialisation. The period 1956-62 was charecterised 
5. Panchmuklii, v.R,, "Trade Policies of India - A Quantitative 
Anal ysl.'-v, " Concept publishing Company, Delhi, 1978, p. 36. 
no 
by several policies which gave to the process of import 
substitution a place of key importance. The foreign exchange 
crisis of 1956-57 speeded up the introduction of heavy inward 
oriented policies in allutorms. Both price based and non price 
based policies aimed at encouraging Inward orientation were 
introduced. Among the price-based policies were primary tariff 
rates, ex cise duty, export taxes, etc, Non price based 
policies dominated the policy system with various forms such 
as import licensing, industrial licensing, exchange control 
etc. 
It was at the beginning of the third plan period (1961-62) 
that some Elements of outworfl orientation were introduced in 
the policy system, various export promotion schemes such as 
export subsidies, import entitlement licenses etc. were 
introduced. These existed side by side with the import controls 
and thus, the system implied multiple exchange rates for 
imports and exports. Rationalisation of the over-valued exchange 
rate by devaluation in 1966, followed by export promotion mark 
the shift towards outward oriented strategy. Export promotion 
policies could not bring fruitful results even after deval-
uation. It is observed due to withdrawal of export subsidies, 
import entitlements, imposition of export taxes etc, during 
1 CJO 
1966-68. Further foinnalities and implementation of export 
promotion policies in the subsequent period did not move the 
system tovic»T<a the «*treme form of outward orientation. Rest-
riction on foreign capital inflows. Indigenous contents 
conditions, import licensing etc. continued along with the 
some degree of liberalisation in import controle and industrial 
licensing. Further the import controle has been liberalised 
much more in recent period. It has increased demand for import 
which has again created problem for foreign exchange require-
ments. In recent years the need of effective import management 
and import substitution should be paid attention. A very 
comprehensive study of trade policy system In India has been 
analysed byv5-*.R« Panchmukhi, 
Import policy in India is implemented and controlled 
by import licensing policy. Annual average rate of growth in 
issue of import licenses was 5,1 percent during 1955-56 to 
1970-71 shows a restrictive import policy during the period, 
but it increased to 22.68 percent (annual average) during 
eventles which shows a strange bias in favour of liberalised 
import policy pursued during this period. Issue of import 
licences during 1955-56 to 1981-82 has been given in the 
Table IV 1, The rate of growth in issue of Import license for 
101 
actual users grown from 4,8 percent during 1966-71 to 35.7 
percent during 1971-81 which shows a marked rise in the import 
content of manufacturing industries in India, It also shows a 
liberalized import policy during this period. The import 
licenses issued to exporters also reflects a liberal import 
policy in favour of export promotion measures during seventies 
and subsequently in eighties. The Table 1 clearly indicates a 
liberalize import policy during seventies and in initial 
years of eighties due to announcement of liberalised import 
policy in recent years. One of the determinant of trade policy 
is exchange rate^  One of the basic criticism of trade policy is 
that it leads to over valuation of the currency. This mean that 
tradable goods as a group are too cheap in relation to non 
tradable goods, when foreign exchange is converted at the 
official exchange rate. It has been found that Purchasing 
Power Parity-Effective Exchange Rate for imports was consist-
ently higher than that for exports, secondly PPP-EER have 
tended to rise since 1950. In particular, the rates in the 
late 1960s were higher than previous rate because of the 
devaluation of 1966, and they rose sharply in the 1970s as 
6, Martin Wolf, "India's Exports, A World Bank Publication", 
Oxford University Press, 1982, pp. 62-63. 
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well, by 41 percent tor imports and 63 percent for manufactured 
exports, because India's inflation rate was relatively low and 
incentives for exports improved. Thus there was an increasing 
incentive to produce exports, instead of import substitutes. 
The PPP-E£R for exports and imports are given in the Table IV 2, 
which also indicate the EER in favour of manufacturing exports. 
Increase in exchange rate in favour of export has brought rise 
in India's export potentials during seventies. The devaluation 
of the rupee in June 1966 influenced trade policy substanti ally. 
The resulting net devaluation on trade account has been 
estimated at 21,6 percent for exports and 42.3 percent for 
'mports. Devaluation increased the profitability of exports 
(raised the rupee price of imports by more than that of exports: 
that is, import substitutes were encourage:.{more than that of 
exports). The government admitted the inadequacy of this 
devaluation and introduced a further series of measures to 
promote exports. 
Given the over all trade regimes, with import substi-
tutes given substential protection, exports received only 
favourable exchange rate adjustment. It only helped in choosing 
relative in centives in producing imports substitution or 
exports. A set of export promotion measure more announced during 
seventies to increase export earnings during seventies and 
subsequently in eighties. 
1 i^ 3 
The most important export incentives was cash assistance 
which was introduced in August, 1966. It was a means of over-
coming the short term bottlenecks to export. Import replenshment 
license were introduced in August/ 1966. In practice, they 
were given to exporters, both as an incentive, and as a necessary 
condition for increased export activity. 
Duty draw back as a incentive was designed to repay 
the exporter for exice and import duties, levied on inputs. 
Besides these Incentive, there are other incentives i.e, supply 
of indegenous material at negotiated prices to exporters, 
freight subsidies, income tax concession, and subsidized 
export credit. 
A broader picture of over all export Incentives has 
been given in the Table IV 3. 
It is notable from the Table IV 3 that total export 
incentive rate was 5.3 percent which had contineously increased 
to 10.8 percent, in 1978-79. It devoted preferential export 
promotion measure adopted during seventies. The export tax 
rate (as negative Incentive) had declined fro^2.7. percent 
to 2.0 percent which again Incouraged exports. Import duty 
was still high In comparison to export incentive in 27.3 
percent in 1974-75 while remained/Stable till 1977-78, but 
It increased slightly during 1978-80. It gives a clear indication 
of development of domestic industries in order to save foreign 
exchange by import subs tituting industries. Therefore, the 
import substitution policy was till as complementary policy 
in creating further capacities. One of the feature of India's 
export were that bulk of exports comprised from the import 
substituting industries which had achieved self sufficiency 
or clos.^  to it. The export incentives were also concentrated 
on a few industries especially engineering goods and chemical, 
(major import substituting industries) which are categories 
with high potential as exports and are among the least labour 
intensive. One of the criticism levelled against incentives 
were that it was a part of a trade policy regime that was 
generally conduc ive to economic inefficiency. 
FOREIGN AID AND INDUSTRIAL DEVELOPMENT; 
Despite of objective of self reliance in successive 
plans, foreign aid has played a big role in financing of 
industrial mvescment in India. The policy of foreign aid 
in India gained attention since the Second Five Year Plan, 
During this period heavy investment were made in capital 
goods industries which domestic saving could not finance alone, 
besides it the foreign exchange component was also high 4 In 
this ways, foreign aid had played big role in development of 
I {] 5 
import substituting industrialization which required high 
investment and modern technology which could be transferred 
to India easily through policy of foreign aid in India. The 
government of India therefore, adopted a pragmatic policy 
in regard to the import of required technology from sources 
which could offer it, and viewed foreign investment as a 
vehicle for the transfer of modern technology required by the 
country. 
Foreign aid has been viewed as a significant factor in 
sustaining consumption and investment level both during the 
balance of payment,crisis years of the mid to late titties 
and the years of bad harvests during the sixties. Thus aid 
accounted tor a substantial proportion of plan outlays and 
imports during the year 1956-69 (Table IV 4). Since then 
importance of a^  el im. ItvfliaAFive Year Plans has declined. It 
was due to the self reliance objective in fourth and fifth 
plan, which has increased domestic savings and the foreign 
exchange earning from remittances abroad/juvU fx-i^  -er^ pcwj . 
Besides foreign aid, technology is an important 
component in the process of industrial development. The most 
important channel for import of technology is through foreign 
collaboration (technological and/or financial). The other 
luB 
channels are through import of drawings and designs, foreign 
consultancy services, technical development fund and training 
of personnel. These facilities are organized by channel of 
Technical Development Fund under control of Directorate 
General of Technical Development, Ministry of Industry. These 
facilities are available to those industries!where no foreign 
rollalx5ration, financial or technical is considered necessary. 
c^overnmpnt have introduced a simplified procedure for the 
im^ x^ rt ot designs and drawings by undertaking engaged in 
rranufacturing industries. According to this procedure, import 
of drawing and designs exceeding to 10 lakhs in value per year 
is permitted to industrial undertaking. Extension of scope 
of Technical Development Fund Scheme 1976 given preference in 
allocating facilities of import of technical know how in 
following fields, export capability and export values, cost 
reduction, capacity utilisation technology upgradatlon, product 
m ix , rationalisation modernisation and rationalisation. 
The statement of Industrial Policy 1977 enhanced the 
role of foreign collaboration in industrial and technical 
development of Indian industries. Government recognised the 
need of continued inflow of technology in sophisticated and 
priority areas where Indlanskill and technology were not 
adequately developed, in order to promote technological self-
\ y) ' 
reliance. Need of adequate research and Development was 
stressed in Indian Industries in order to efficient adoption 
of foreign technology. Foreign collaboration was not allowed 
in those industries where domestic indigenous technology were 
fully developed. 
Table IV 5 indicates the foreign collaboration in Indian 
schedule industries. Foreign collaboration is highest in 
electrical equipment industries in 17,27 percent. Industrial 
machinery and fertilizers are next two industries securing 
more than 12 percent units having foreign collaboration, 
transport and machine industries having a third position as 
its more than 8 percent units having foreign collaboration. 
The machenical engineering and drugs and pharmaceuticals 
industry is also having a significant part in foreign collab-
oration. It was a reflection of on going foreign collaboration 
xn DGTD units. 
The magnitude of foreign collaboration could be estimated 
from the Table IV 6, Agricultural machinery and transport 
industry having maximum percentage of their units with foreign 
collaboration In more than sixty percent. Other Industries 
following the policy of foreign collaboration are,, prlmemovers, 
dye-intermediate and dye stuffs, drugs and pharmacuetlcals. 
i L o 
rubber products, industrial machinery, electrical equipment 
and chemicals. 
One of the interesting observation of foreign collabQ-
ration in Indian Industries is that import substitution policy 
has encouraged foreign collaboration at large. Most of the 
leading industries with foreign collaboration are major import 
substitution one. It is due to the guideline in granting 
license for foreign collaboration that it should encourage 
import substitution by saving in foreign exchange or export 
promotion by earning in foreign exchange. The import substitu-
tion effect was dominating during fifties onwards. But export 
promotion objective has been preference in industries 
requiring foreign collaboration during seventies. 
POLICY OF RESEARCH AND DEVELOPMENT IN INDUSTRY; 
Research and Development in the Industrial Sector in 
India is a recent phenomenon. The import trade control policy 
1974-75 provided for a system of recognition of R & D units 
to avail of certain facilities for import of raw material, 
equipment, instrument, components and pilot plants with this 
the number of new R & D units, hcuS t>ti'«^  •^ '^ '^ '^ "^ '!^ ''^ f^ '^ '^*^ -^  • 
During 1980-81, about 532 units were having R & D facilities, 
the number as on 1982 was reported to be 700. Table IV 7, 
gives this information. 
7. See, Annual Report on "Research & Development in Industry 
1980-81", Department of Science & Technology, Government 
of India, New Delhi, p. 3. 
< Ml 
Table7indicates growing importance of R & D in industry 
as the number of R & D in industry has grown rapidly since 
independence. R & D expenditure by the productive sector had 
also grown rapidly, it was Rs. 194 crores in 1980-81 which 
was 26% of the national expenditure on R & D. Increasing 
attention by industry to the development of in house Research 
and Development function is of great importance in order to 
achieve many objectives such as improvement in quality, 
reduction I7i CcSts, design of new products, development of 
newer raw material, reduction of energy usage, improvement of 
machinery, diversification into new areas. These objective 
as and when achieved contribute to the growth and well being 
of the industrial units to the national economy. Governments 
provides many incentives for investment in R & D by industry 
and for the application of the result of research activities. 
Govern>r>cn'tis giving many incentive to those industrial units 
which are applying indigeneous technology in production process, 
Government has prohibited foreign collaboration for Its 
effective adoption of domestic technology. The export of 
Indian technology and Indian Joint Ventures In developing 
countries may be regarded as a index of developments taking 
place in R & D in Indian industries. 
Establishment of research and Development units in 
industries were encouraged primarily due to substitution 
1 
policy followed during fifties for efficient adoption of 
imported technology used In the capital intensive import 
substituting manufacturing industries. It was in later 
period followed as policy measures to develop indigeneous 
talent, know how and technology. 
From the above summarization of Industrialization and 
Trade Policy, Foreign aid and Foreign investment policy, and 
technology development policy in India, focusses, structural 
change in process of industrial development in India. Import 
substitution was followed as a major strategy of development 
during fifties which is continuing still as a primary strategy 
with the priority given to export promotion policies since 
late sixties. Jmyort cabstitution which brought structural 
change in composition of Industrial production and imports 
was the result of a successful implementation of the policies 
discussed above. 
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IMPORT SUBSTITUTION POLICY 
AF£l DEVSLOPXSICS IN INDIAN ECONOMY 
t ^ B 
C H A P T E R -V 
IMPORT SUBSTITUTION POLICY AND 
DEVELOPMENTS IN INDIAN ECONOMY 
A quick review of the Indian economy during the last 
decades is intended to show that Industry got a lions share 
of additional resources mobilised during the planned develop-
ment process and that foreign trade played a declining 
role in relation to G.N.P. The main reason for this kind of 
trend was a strong anti-trade bias of industrial growth during 
the late fifties and the late sixties. However, this bias was 
getting corrected by the mid seventies. Rationale of import 
substitution policy which ha been assigned a major role in 
bringing structural changes^Indian industry and trade, is also 
discussed. 
STRUCTURE OF INDIAN ECONOMY; 
There has been structural shift in India's gross 
domestic product over the last three decades. Table IV-1 gives 
the sectoral composition of India's real gross domestic 
product (G.N.P.) during 1950-51 to 1980-81. Share of the 
primary sector, has fallen. Primary sectjor contributed 55.4% 
of G.D.P. in 1950-51 and 40.8 percent of G.D.P. in 1979-80. 
Agriculture production has declined rapidly in comparison 
to other groups in this sector. The other two sectors,secondary 
1 10 
and trltlary has made progressive contribution to G.D.P. The 
secondary sector contributed 16.2 percent of G.D.P. in 1950-51 
and 22.2 percent in 1979-80. Registered manufacturing sector 
has contributed 6.31 percent of G.D.P. in 1950-51 which has 
increased 10.73 percent in 1979-80. 
Table V I & 3 gives annual growth rates in India's G.D.P., 
N.D.P. and P.C.I, Growth rates has increased in each indicator 
of development during plan period except third and tourth five 
year plan which experienced decline in growth rates. Industrial 
growth has been one of the major constituents in growth of 
national income and ner capita income in Indian economy. 
Table V-l 
Annual Compound Growth Rates 
si. p, D H ^  G.D.P. at N.N.P. at Per Capita 
No. " i^ erioa Factor cost Factor cost N.N.O. 
1. First Five Year Plan 
2. Second Five Year Plan 
3. Third Fivp Ye^ *- Pl?^ n 
4. Annual Plan 
5. Fourth Five Year Plan 
6. Fifth Plan 
7. Annual Plan (1979-80) (-) 4.7 
8. Sixth Plan 
Source: Economic Sui-vey, C.S.O. Government of India, 1985-86. 
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The contribution of industrial sector witnessed rapid 
growth rates in G.D.P. in comparision to Agriculture sector. 
Growth rates in industrial sector was 6.88 percent during 
1951-61. The Agriculture product increased at a low rate 
of growth of 2.96 percent towards G.D^P. during fifties. 
Growth rates in Agriculture contribution to G.D.P. was 9.53 
percent during sixties and 9.23 percent during seventies. 
Growth rates in output of industrial sector contributing 
to G.D.P. was 11.1 percent during sixties and 14.23 percent 
louring eighties. It reveals the fact that industrial sector 
was the major source of grosss Domestic product in Indian 
economy. It has made rapid growth over the last three decades 
covering the plan period. From the above observation of rela-
tive growth rateS/ it is observed that industrial growth is 
also responsible in growth of National income and per capita 
income in Indian economy. 
EMPLOYMENT IN INDUSTRIAL SECTOR; 
Industrial growth also generated considerable employment 
in industrial sector which brought changes in occupational 
structure of Indian economy. Employment in public and 
private sector in Industry has increased from 120.9 lakhs 
in 1960-61 to 228.79 lakh in 1980-81.^ But its annual ratje 
1. Government of India, "Economic Survey 1981-82". 
\:^2 
of growth during seventies has declined to 2.72 percent 
in comparision to sixties i.e. 3.76 percent. Employment in 
manufacturing has increased from 33.9 lakhs in 1960-61 to 
60.47 lakhs in 1980-81. Growth of employment during sixties 
seventies has declined in comparision to sixties. It was 
3.5 percent and 2.4 percent subsequently during sixties and 
seventies. Decline in employment both in public and private 
sector may be concerned with the production function in industry 
involving changes in factor proportion. It has been experienced 
over the last three decades that capital intensity of manufac-
turing industry is increasing. 
SAVINGS AND INVESTMENT IN INDIAN ECONOMY; 
Every five year plan laid down the long term strategy 
to achieve the minimum rate of capital formation considered 
2 
necessary to transform the economy into a self reliant one. 
Growth in savings and investment over the last three decades 
had been the prime achievement of industrial development, 
planned and actual growth rates in savings, investment and 
capital output ratio during successive five year plans is 
mentioned in table V 4. Growth in domestic savings has been 
remarkable over the plans. It rose from 13.9 percent to 23.2 
percent in Fifth Plan. It indicates successful efforts toward 
. :'alwir 1^. Checma, "Capital Formation in India" in Indian 
l^ c^onomic Iroblems - An Analytical Approach {66) by J.3. 
UppnT, Kcw Delhi, Tata - KcGraw Hill, pp. 349-3^ .1. 
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achieving self reliance in Indian Economy which is one of 
the principle objective under five year plan. Gross capital 
formation which is a perfect indicator of development has 
increased from 14.3 percent during first plan to 23.7 percent 
in fifth plan. Growth rates in actual net domestic savings 
had exceeded to planned savings in successive five year plans. 
Growth rates in actual capital output ratio has also exceeded 
to the projected growtn rates in all the five plans and annual 
plans. Growth rates projected in plan could not be achieved 
in national income/GDP except in fifth plan which achieved the 
projected growth ratio of 4.4 percent of G.D.P. It is mainly 
due to population growth, which adversely reducing per capita 
income. 
Table V 5 presents the rates of foreign investment in 
capital formation in Indian economy. It is interesting to 
observe that foreign investment as percentage of gross domes-
tic product in current market prices has declined rapidly 
from First Five Year Plan over the entire period in end year 
of 1979-80, the foreign investment has been playing a key 
role in determining the achievement of targeted growth rates 
in Indian economy. Il^r was 0,4 percent (of G.D.P) during First 
Plan which increased to 2.9 percent during Second Plan to 
cater the needs of heavy investment in industrial sector 
during second plan. It has declined further to 2.6 percent 
in the end year of Third Plan. It has declined to 1,3 percent 
in 1968-69. The objective of self reliance formulated 
since the commencement of Fourth Plan has been fruitful in 
bringing foreign investment to the minimum during the end 
year period of Fourth and Fifth Plan i.e. 0.7 percent and 
0.4, the magnitude of foreign investment has registered a 
slight increase during Sixth Plan due to rapid increase in 
total investment. 
Relative magnitude of gross domestic fixed capital 
formation in manufacturing. Electricity . and allied sector 
has increased in comparision to other sector of economy 
during plan period. It was due to greater emphasis given 
in Five Year Plan on heavy Industry and infra structure 
sector. Relative-percentage distribution of Capital formation 
in variouss sector by industry use is given in Table V 6 
capital formation in primary sector i.e., agriculture and 
allied industries in First Plan was 26.03 percent. It declined 
contineously over Second and Third Plan. It again registered 
a slight increased from the Annual Plan upto to Fifth Plan 
due to greater emphasis given to it in plan expenditure. 
Investment in secondary sector i.e., industry and allied sector 
increased from 21.71 percent in First Plan to 36.17 percent 
i 2 n 
upto fifth plan. It brings out the increasing contribution 
of industrialisation in Indian economy. 
It is interesting to note that investment in manufac-r 
turing has been increasing rapidly in coi!nparision to other 
sectors. It has increased from 15.38 percent in First Plan 
to 19.69 percent in the Fifth Plan. It is realised that 
import substitution policy initiated in second plan has been 
instrumental in growth of capital formation in Indian manufa-
cturing industries. Most of the industries in which import 
substitution policy was pursued required heavy investment. 
PLAN ALLOCATION; 
The First Five Year Plan gives a greater weight to the 
agriculture in comparision to Industry. It also gave periority 
to the development of infra structure needed for the 
promotion of agricultural and industrial sector. The year 
1956, which marked the beginning of the second five year 
plan was the turning point of India's recent economic history. 
The Second Plan programme for industrialisation was based on 
the Industrial policy Resolution of 1956 which incouraged a 
big expansion of the public sector. A base of heavy industry 
was sought to be created during the second plan period. 
Table V 7 shows the plan expenditure (Actual) by Heads 
of development during last five plans. The infra structures 
in Industry and Agriculture were given highest priority during 
first plan. It was 56,2 percent of total plan outlay. It 
composed. Irrigation and flood control 22.2. percent, power 
7.6 percent and transport and communication26.8 percent 
under infra structure sector during First Plan. 
Plan expenditure in intra structure declined aft^r First 
Plan to 41.4 percent in second plan after which it remained 
constant over Third, Fourth and Fifth Plan, Its constituent?, 
power, registered a progressive rate in plan expenditure till 
Fifth Plan. It was a major infra structure for the development 
of industrial sector. Creation of capacity and far utilisation 
of excess capacity in industrial production depends largely 
on power industry. It's expenditure has increased from 7,6 
percent in First Plan overthe 18.8 percent in Fifth Plan. 
Plan expenditure in organisation industry and minerals 
increased over all the five plan except. Fourth Plan in which 
it declined. It shows highest periority given to industry 
since second Five Year Plan. It increased from 2.8 percent 
during First Plan to 20.1 percent in Second Plan by ten times. 
It remained constant in Third Plan, then it again increased 
to 22,8 percent during Annual Plan, Plan expenditure in 
industry declined to 18.2 percent in Fourth Plan and it rapidly 
increased in Fifth Plan to 24.1 gave highest periority to 
]ys 
to this sector. It could be observed from Table V 8 that 
Relative importance of Industry has been increasing in Indian 
economy in terms of plan expenditure in comparlsion to 
agriculture. Actual share of agriculture has declined from 
14.8 percent First Plan to 4.9 percent in Fifth Plan in total 
plan expenditure. 
Table V 8 Actual Plan Expenditure 
(as percentage of total plan expenditure) 
Plan Period/Sector 
First Plan 
Second Plan 
Third Plan 
Annual Plan 
Fourth Plan 
Fifth Plan 
Annual Plan 
Sixth Plan 
Industry 
2.8 
20.1 
20.1 
22.8 
18.2 
24.1 
19.6 
14.0 
Agriculture 
14.8 
11.7 
12.7 
16.7 
14.7 
11.9 
16.4 
12.2 
1. Industry excludes. Village & Small Scale Industries. 
2. Agriculture & allied sector includes Rural Development 
in Sixth Plan. 
l^ 'O 
Industrial growth and economic development was subject 
to trade and industrialisation policies followed during Five 
Year Plans. Soon after achieving independence in 1947 India 
adopted economic policies for efficient allocation of its 
limited resources. The object was to achieve a rapid increase 
in the standards of living of the people and to lay the 
foundation for sustained economic growth within a democratic 
socialistic framework. At that time, per capita consumption 
and income levels were very low. The economU also lacked 
required industrial base Import substitution has been 
successful in altering the structure of industrial, production 
and imports. Over the last thirty years since the beginning 
of planning, economy has achieved a remarkable progress in 
Industrial growth in particular and economic growth in general 
which has been discussed in previous paragraphs of this chapter. 
Imports substitution policy pursued during plans has played 
key role in determining the pattern of industrial growth and 
foreign trade. Rational of import substitution policy in 
Indian economy is discussed as follows: 
Rationale of Import Substitution Policy and pattern of 
Industrial Growth; 
After nearly three decades of planned development 
impart substitution has became virtually synonymous with the 
planning process. Planning in India has in effect come to 
1 a 0 
economy with resource allocation kept in tight check by 
innumorable cnjininistracive controles. 
The principle of import substitution and the 'closed' 
Economy' had gathered respectability by the beginning of 
the 1950's. Influenced primerly by Raul Prebisch and He a 
Singer, both of whom promoted the thesis of a secular decline 
in the terms of trade of the developing countries, inward 
looking protectionist policies began to be pursued by a 
3 
number of developing countries during this decade. 
The import substituting industrialisation philosophy 
influenced much of the early planning of the Indian Economy 
c.ncl the foreign exchange crisis of 1956-57 speeded up the 
introduction of wide-ranging inward looking and highly rest-
rictive policies in India. In any case the Mahalanobis 
planning, with its orientation to the development of heavy 
industries, assumed a closed economy as part of this of 
essential logic, since Its implicit objective was to bring 
about self-reliance^ 
3. Meier, G.M., "International Trade and International 
Inequity", in Economics of Trade and Development edited 
by James D. Theberge, John Wiley & Sons, Inc. N.Y. 
1968, p. 258. 
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Import substitution policy placed emphasis on the 
basic industries, as the means to step up growth to its 
maximum feasible rate, was advocated, keeping in view the 
situations: 
(a) Foreign exchange earnings through exports were likely 
to be stagnant in the near future — given the nature 
of output and the market faced by them. The official 
attitude to sources of external assistance made it 
unlikely that exchange earnings would be supplemented 
by a large flow of net aid from outside. 
(b) The short run possibilities of substituting the impor-
ted machineries (and intermediate goods) by domestic 
production were rather limited — given the smallness 
of the size of plants and the related escalation of 
cos-t5. 
The two aspects, taken together, however provided a 
plea for stepping up capital goods production in the domestic 
economy. The plan sti*essed for stepping up of investment 
in heavy industries. It was argued that it would bring in 
saving in foreign exchange, as out put from such industries 
replaced their imports in the long run. The process was also 
considered to be desirable as it contained the future poten-
tial for a reduction in the country's dependence on the 
outside world. 
Import substitution policy in India was originally 
directed towards promoting industrialization and later on 
came to be used 33 an instrument to overcome balance of 
payments problems. This was similar to the situation 
obtained in Ghana — Ghana adopted policies aimed to indus-
trialization and import substitution even before it started 
4 
facing balance of payment problems. Self reliance has 
become a strong objective of import substitution since the 
commencement of Third Plan. In recent years with the import 
of commodities which are predominent manufactured indigenously, 
import substitution has come to mean merely expansion pf 
production capacity to make up domestic shortage. 
Trade - Gap; 
The two well known constraints to economic growth, 
i.e., savings constraints and foreign exchange constraints 
were responsible for slow growth of Indian economy aXso. Rate 
of domestic savings in Indian economy has increased rapidely 
and it reduced savings and investment gap substantially. 
Foreign exchange constraints is still dominating*^ v»the Indian 
economy. Balance of trade has deteriorated over the years. 
Trade deficit as a percentage of G.D.P. (Average) during 
First Plan was 1.22 percent which has increased to 4.62 percent 
4. lA/illiam, F. ateel, "Import Substitution and Excess Capacity 
in Ghana, "Oxford Economic Paper, Vol. 24, No. 2, July 
1972, p. 212. 
1:] 3 
during Second Plan, due to rapid increase in maintenance 
imports required for heavy industrial projects. It is inter-
esting to note that import substitution programme enitiated 
during Second Plan succeeded in saving of foreign exchange. 
Therefore, the trade qap (deficit) has reduced to 4.22 in 
Third Plan to 2.62 in Annual Plan to 0.4 percent in Fourth 
Plan. It has slightly increased to 1.0 percent of G.D.P. 
in Filth Plan. Trade - gap widened rapidely after 5th plan, 
which indicated high rate in outgo of foreign exchange on 
imports. It also indicated that production was inadequate 
and had to be supplemented by imports. The deficit in the 
balance of trade could have been much less if domestic 
production had caught up with demand. It also denoted a 
decline in import substitution during seventies. To be precise, 
ii commodities like edible oils, fertilizers, iron and steel 
paper and pappr bonrds, cement aluminium, synthetic fibres 
chemical elements and compound and soda and soda ash had 
been produced according to their requirements, the saving 
in foreign exchange would have amounted to Rs. 2764 crores 
in I'^ V^ -SO. This would have brought down the Imports in that 
year from Rs. 8908 crores to Rs. 6144 crores. Therefore 
foreign exchange constraints could be reduced by efficient 
capacity utilization, and by capacity creation in Import-
substituting industries to save foreign exchange. 
5. These figures are from FICCI, "Workshop on Import Substitution" 
Federation House, New Delhi, 1981, p. 28. 
Trends In India's Foreign Trade: 
It has been observed that after initial expansion 
India's Foreign Trade tended to decline in relation to total 
economic activity. Indian foreign trade has approached towards 
closed economy after First Plan till the early seventies. 
Foreign trade has widened in resulting oppenness of the econ-
omy from the second half of seventies, this trend indicated 
a shift in policy from import substitution to expansion(^ e<|>oxi6; 
policies. Imports has grown more rapidly than exports leading 
to decline in terms of trade. These adverse trends were 
responsible for introduction of import substitution policy in 
development plans for heavy industrialisation. Import subst-
ituting led growth had been instrumental in bringing struct-
ural change in foreign trade. Structural change in Indian 
Foreign Trade is discussed in detail in chapter VI. 
Import Substitution and Industrial Growth: 
The principle objective of import substituion policy 
in India had been to bring the rapid industrial growth. Import 
substitution led growth in industrial sector had been respon-* 
sible for dynamic structural change in pattern of industrial-
ization in particular and in Indian economy in general, in 
terms of growth of income employment and in improving the 
standard of living of Indian people. 
J .) 
With the emphasis placed on industrialization, since 
the second plan, the organized industrial sector of India 
grew very rapidely, as indicated by the index number of 
industrial production in table mentioned below: 
Index of Industrial Production of India 
1970 = 100 
Year General Index 
1951 30.4 
1955 38.5 
1960 34.3 
1965 83.5 
1970 100.0 
1975 119.7 
1976 131.4 
1977 138.4 
1978 147.8 
Source: Indian Institute of Public Opinion, "Monthly 
Statisticion Indian Economic Conditions, DELHI 
ANNUAL 1979. 
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The general index of industrial production showed a 
rapid increase from a mere 30.4 in 1951 to 147.8 in 1978 
at a compo'inH -yr^ v"- r-te of ne'irly 6 percent per annum. 
Import substitution played a significant role in growth of 
the manufacturing sector. Pattern of industrial growth and 
structural change in Indian manufacturing sector is examined 
in Chapter VII. 
Progress of Import Substitution in Indian Manufacturing Sector: 
Import Substitution in Indian manufacturing sector had 
brought rapid growth in the production of consumer goods, 
intermediate goods and in capital goods. It had been reco 
sed as a determinant of out put growth in Indian manufacturing 
product and also earning foreign exchange by exporting 
manufacturing goods. 
The Table V 9 indicates the progress of import substi-
tution in selected manufacturing activity in the economy. 
From the table It is evident that during the period 1950-51 
to 1977-79 the highest growth rate was registered in the 
supplies of sugar mill machinery which increased from Rs. 16 
million to Fis. 513.3 million's. During the same period the 
percentage of imports to total estimated supplies of sugar 
mill machinery declines significantly from 100 to a negligible 
1 '1 p 
a negligible amount by 1977-78. A declin in the import 
availability ratio indicates progress in import aubstitu-
tiou. Thus the progress of import^during the period under 
consideration was most significant in the case of sugar 
mill machinery. It is also evident, that during the period 
1950-51 to 1977-78 the estimated suptdies of caustic soda 
increased from 34000 tonnes to 524,300 tonnes of Soda ash 
from 75000 tonnes to 573,100 tonnes and of aluminium from 
14,70!) tonnes to 182,100 tonnes. During the same period, 
the percentage of iHijort:) to total supplies of caustic soda 
::oda ash and aluminium declined substantially indicating 
st'Hiificant progress of import substitution in respect of 
tuese cominodity. Progress of import substitution has also 
been significant in the Cuse of ammonium sulphate, textile 
machiue.ry and paper and paj.orboards etc., where the percen-
t .ujc o! imports to total estimated supplies declined subs-
tantially over the period. 
It v.-as a brief summery of progress of import substitu-
tion in some major import substituting industrieso Relative 
importance of import substitution in relation to other deter-
min-^ nts of output growth in manufacturing sector is examined 
in chapter^. 
It is clear from the above discussion that Import subs-
tituting industrialisation implied that productivity (or 
of. f icitMjcy) in the domestic economy was expected to improve 
as a result of industrialisation, 
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P r l c « ; 
2 4 5 . 5 
2 5 0 . 4 
2 3 9 . 8 
2 5 2 . 8 
2 2 5 . 8 
2 3 5 . 7 
2 6 6 . 7 
2 6 1 . 4 
2 8 7 . 3 
2 9 1 . 1 
3 0 5 . 6 
3 1 5 . 0 
3 2 5 . 9 
36 5 . 9 
4 L L . 0 
4 3 5 . 5 
4 8 1 . 8 
5 5 4 . 4 
;".u.,.3 
, 5 9 7 . 5 
b 3 2 . 8 
3<:("0.2 
7 1 0 . 2 
8 6 9 . 4 
1 0 0 2 . 5 
io;-2.6 
1 0 7 6 . 7 
1 1 9 0 . 5 
1 2 5 1 . 1 
1 3 3 2 . 9 
1 5 5 8 . 7 
A t 
1 9 7 0 - 7 1 
P r i c e s 
4 6 6 . 0 
4 6 8 . 1 
4 7 5 . 8 
4 9 7 . 6 
SOO.7 
5 0 7 , 7 
5 2 4 . 8 
6 0 3 . 3 
5 3 4 . 2 
5 3 2 . 3 
5 5 8 . 8 
5 6 3 . 9 
5 5 9 . 8 
5 7 0 . 4 
6 0 7 . 8 
5 5 8 . 8 
5 5 1 . 5 
5 8 7 . 3 
5 W . 1 
5 i ; , . 6 
0 3 2 . 8 
6 2 6 . 6 
6 0 3 . 0 
6 2 0 . 1 
6 1 5 . 5 
6 6 0 . 0 
6 4 9 . 5 
6 9 2 . 7 
7 1 4 . 9 
6 6 0 . 1 
6 9 6 . 8 
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Table \/,-7 
Plan expenditure (actual) by Heads of Development 
J 4 r^  
Heads of Development First Plan 1951 - 1956 
— 1 
Second Plan 
1956 - 1961 
Third Plan 
1961 -1966 
Agriculture and allied 
sectoss 
Irrigation and flood 
control 
power 
Villageand small 
Industries 
Industry and minerals 
Transport and 
commonications 
Sducaiion 
S c l e n t i t i c Research 
Heal til 
Family Planning 
, ;a ter supply and 
s a n i t a t i o n 
Housing, urban and 
r e g i o n a l deve lop -
ment 
Welfare ol backword 
c l a s s e 
Soc i a l wel fa re 
Labour we l fa re and 
craf t 'Tian t r a i n i n g 
Ot.ier programmes 
Soc ia l Schemes 
Spec ia l w e l f a r e programmes 
•Jiash scheme for educated 
unemplc'yed 
Advance a c t i o n s for f i f t h 
n a n 
To ta l 
290,0 l4o8 
434,0 
149,0 
48 .0 
55.0 
518,0 
149.0 
22.2 
7 ,6 
2 . 1 
2 . 8 
26,4 
7o6 
430,0 
452,0 
1 
187.0 
238,0 
1261.0 
273,0 
9 , 2 
9 .7 
4 . 0 
20.1 
22.0 
5 . 9 
549.0 l l o 7 1088,9 12 ,7 
664.7 7 ,8 
1252,3 14,6 
240.8 2 ,8 
1726.3 20.1 
2111,7 24.6 
588.7 6.9 
98.0 5,0 
71,6 
225,9 
0.8 
2.6 
228,0 4 .8 
33,0 1.7 85.0 1.8 
32,0 1.6 
160.0 • 8,2 
83.0 1,8 
2 a . 9 0.3 
105.7 1.2 
127.6 1.5 
99,1 1.2 
19.4 0.2 
55 .8 0.7 
186.0 4 .0 173.1 2.0 
1960,0 100,0 4672.0 100,0 8576,5 100.0 
j (LLJU V- y 
- i - / ^•^•'^^\A-(.KA. 
HEads of Development Annual Plan 1966-67 t o 
1968 - 69 
Fourth p lan 
1969 - 74 
J 4 ' > 
Fifth plan 
1974 - 79 
Agriculture dnd allied 
sector? 
Irrigation and flood 
control 
Power 
V i l l a g e and small 
I n d u s t r i e s 126ol 
I p . i u s t r y & Communications 51d«0 
I n t u s t r y & Minera l s 1510,4 
1107 ,1* 16,7 2320.4* 14.7 4643.6 11 ,8 
47lo0 
1212,5 
i:;ducation 
S c i e n t i f i c Research 
weal th 
Family Pldnning 
water supply and sani-
tation 
Housing, urban & regi-
onal development 
Welfare of backward 
classes 
Social welfare 
Labour welfare & crafts 
raan Training 
Other programmes 
Special Schemes; 
Special welfare prog-
rammes 
Crash scheme for 
educated anemployed 
Advance actions for 
fifth plan 
Tota l 
506.8 
47 ,1 
140.2 
70o4 
102,7 
73«3 
73,6 
11,2 
34.8 
115,8 
7,1 
18 ,3 
1.9 
18,4 
22 ,8 
4,6 
0.7 
2.1 
1.1 
1.5 
1.1 
1,1 
0,2 
0.5 
1.7 
1354,1 8,6 3434,0 8,7 
2931,8 18.6 7015,9 17 ,3 
242.6 
3080 ,4 
2864,4 
774,3 
130,8 
3 3 5 . 5 
278 ,0 
4 5 8 , 9 
270 .2 
164,6 
64,4 
31,1 
179,8 
1,5 
19 ,5 
18.2 
4 , 9 
0 ,8 
2.1 
1.8 
10200,6 
6881,4 
1284, 3 
445 , 3 
681,7 
497,4 
2,9 930,2 
26o0 
17.5 
3.3 
1,1 
lo7 
1.3 
2 .4 
1,7 1106.9 2 ,8 
1.1 687,0** 1.8 
0,4 86 ,2 0 ,2 
0,2 50,1 0,1 
1,1 1358,6+ 3,5 
123,6 0 ,8 
54.0 0 ,3 
120.0 0 .8 
6625,4 100.0 15788.8 100,0 39303.2 100,0 
Note : * I n c l u d e s su f f e r s t o c k : Rs.l40 Crores fo r 1968-69 and Rs.l24 c r o r e s 
on Fourth plan a g a i n s t t he O r i g i n a l plan p r o v i s i o n of Rs.225 " 
** I n c l u d e s p rov i s ion for H i l l a n d T r i b a l A r e a s . 
I n c l u d e s p r o v i s i o n for N u t r i t i o n , 
Excludes expend i tu re on N u t r i t i o n s (RS .3 ,7 C r o r e s ) , 
R e l a t e s t o Science and Techaciology 
Key: 1 . Expendi tu re ; 2 . pe rcen tage t o t o t a l ; 1* Ou t l ay . 
Source: Bas ic s t a t i s t i c s R e l a t i n g t o t h e Ind i an Economy 1950-51 t o 
1975-76 . Cen t ra l S t a t i s t i c a l O r g a n i s a t i o n , 
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C H A P T t: R - VI 
STRUCTURAL CHANGE IN IMPIAS FORBIGN TRADE 
India's foreign trade has undergoiastructUi.nAl change during 
last three decades. It was due to trade and industrialization 
policies followed by government in order to acheive a rapid 
growth T<xtQ in industry and trade. Policy of import substitution 
and export promotion followed during fifties and sixties and 
subsequent period has become a contineous process in course of 
economic development. Policy of import substitution can be better 
overviewed by analysing the structure of foreign trade during 
the period fifties to seventies, structural change has been 
experienced in composition of exports and imports, India is a 
major exporter of engineering goods which indicates rapid growth 
in import substitution of engineering goods industries during 
the last thirty years. The import availability ratio in several 
manufacturing goods like, fertilizers/ domestic machines, agri-
cultural machines and other engineering industries, cement, 
paper and paper products, petroleum products, etc has come dovm 
subLtafitially in comparison to fifties which shows a reduction 
in import dependence in manufaci:uring goods. It has brought 
structural change in composition of exports and imports, there 
has been changes in prices of exports and imports also which is 
due to national and international factors, there has been diver-
sification in Indias export trade due to diversification in 
indigenous manufacturing commodities. This chapter has been 
.14^^ 
devoted to study the trends in India's foreign trade sector 
and its impact on national econoiny over the last thirty yearso 
ANAL^^T^ QP T: :m*.S FOREIGN TRADE IN TERMS OF VALUE^VOLUME 
AND UNIT VALUE INDEX. 
India's trade balance was under heavy pressure since 
the country attained independence. Partition of country in 1947 
severely affected the trade structure of India. On the eve of 
the first year of first five year plan India's Exports of primary 
corranoditles had attracted a better world demand due to Korean War 
boom. The export Unit value Index was increased due to higher 
prices of |)rimary commodities during this period. This factor 
had reduce the trade gap in year 1950-51, Trade gap was reduced 
from 273 crores in 1951-52 to 80 crores in 1954-55. The Exports 
which recorded high growth rate in 1951-52 decreased substantially 
over the period 1952-54 which was due to recessionery pressure 
in the country. The imports has also shown declining trend during 
this period. The-' exports and imports both were again increased 
during 1954-56, The imports and exports unit value index which 
was high in 1951-52 had fallen over the period 1952-56 which indi. 
Gates a fall in trade deficit. The valume Index which decreased 
in 1952-54, again increased over the period 1954-56. The exports 
as a percentage of imports increased very slowly during first 
plan. Purchasing power of exports which was 85 in 1951-52 has 
declined to 67 in 1953-54 and rose to 85 in 1955-56CSee Table VI 
1 and 2) 
i , 1 i ; 
4 0 0 
?eo 
RENDS IN UNIT VALUE INDEX OF 
INDIA'S EXPORT e-EfVlPORT 
(197071-100) 
3Z0 
280 
Z40 
200 
1G0 
120 
80 > 
40 -
IMPORT 
E.yPoRT' 
— I s 1 1 1 1 I t i I I 1 J 1 r— 
y£AK rssr 53 ss 57 59 «/ 63 es ej 69 7/ 7S 7s 77 73 
I f) I 
2 r j r 
, 8 " •^ 
i eO ' 
1 4 :• 
l\v-
TREND'S IW VOLUAAE INDEX OF 
IfMDlA'S EXPORT&-IIV1P0RT 
(1970-71=100) 
JL 
IMPORT 
EXPORT 
V 
1 1 I r ~ l I I I 1 I I I - 1 1 I 
YEAR ^951 53 55 57 59 6f 63 65 67 69 7t 73 75 77 7S 
ir,:^  
Much importance was attached with the 2nd five year plan 
which had brought structural changes both in Industrial and 
foreign trade sector of the Indian Economy, The plan given top 
priority to Industrial development which was need of hour to 
change the traditional structure of the economy to a dynamic 
change. High investments were made in heavy and key-industries 
to start production in key industries for further development. 
India faced a persistent deficit in trade gap and also experien-
ced the falling prices of its traditional export which were not 
able to finance the import bill. This period was year mark of 
Import substitution programme in Indian Industries, The Indus-
trialization plan was b ^ sed on strategy of import substitution 
which later increased the domestic supplie/i and replaced consi-
derable imports. The maintenance Imports increased at a faster 
rate in second five year plan in implimentatlon of heavy projects 
envisaged in Second Plan. Value and Unit Value Index of Exports 
remained stagnant during Second Plan. The import unit value indltst 
increased slowly. Purchasing power of Exports has declined during 
the Second Plan, It was 79 in 1955-56 and fallen to 69 in 1960-61< 
The terms of trade also reduced from 75 in 1956-57 to 67 in 1960-
61. Therefore^average trade deficit which was 117 crores during 
First Plan has widened to 575 crores in 2nd plan. 
The announcement of rigid import control policy could not 
decreased the import bill due to increasing maintenance imports^ 
however, the import control policy pushed import substitution 
in Indian economy. 
i n a 
The Third Plan kadu emerged as a source of intensive 
development learing to self reliant and self generating econony. 
The plan investment in industry during the third plan was Rs,2570 
crores and foreign exchange requirement was estimated to be of 
Rs,2030 crores. 
It was realised that despite of certain measures adopted 
by the Government for increasing exports^ could not improve its 
performance adequately and exports remained stagnant© The exports 
earning has grown three times in third five year plan in compari-
son to second five year plan. It was due to the increase in volume 
of exports. The unit value Index of Exports remained stagnant 
index 
during third plan. The volume "^ nit value^of imports increased 
considerably in third plan which widened the trade deficit from 
575 crores in Second plan to 772 in third plan. It also reduced 
the capacity of export which were declined from 63 in second plan 
to 61 in third plan. 
The year 1965-66, also marked the end of the 15 years of 
widening trade gap. The widening trade gap during third plan, 
^as a matter of great concern. In addition to the several measures 
already taken by the government of India, It was decided- in June 
1966 to devaluate the rupee value to bring about better balances 
in India's payment position and to improve termo of trade. Accord-
ingly, the par value of the rupee was reduced by 36,5% in June 
6,1966, involving a rise of 57.5 percent in the price of foreign 
exchange in terms of rupee. 
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In 1966-67 the exports were lowered by 8.46% over the 
ydar 1965--66. However, they rose again by 3.63 percent in the 
year 1967-68 and further stood by 15.51 percent in 1968-69, The 
inports were declined during this period. The average fall in 
imports during annual plan was 4,46 percent and increase in 
exports was 3,56 per cent. However^ capacity to import in terms 
of exports has increased from 56 percent in 1966-67 to 74 per-
cent in 1968-69, In the annual plan the exports Increased both 
in terms of export volume and unit value index. The import unit 
value index increased from 100 in 1965-66 to 133 in 1967-68 which 
again fallen in year 1968-69 to 100, The value index has experien-
ced df clim-fvvij -tv-e.'vt^  d-uxing this time. The trade gap were reduced 
from 921 crorcs in 1966-67 to 551 crores in 1968-69o 
Exports continued to increase during the early seventies 
mainly due to the virtual boom in World Trade, and experienced 
a growth of 13.21 percent in Fourth plan. The value of exports 
Increased at a annual rate of 4.36 percent over the period of 
1st three years ending 1971-72, The risein exports was substan-
tial since 1972-73 due to the increase in World exports. Exports 
Increased by 28,65 percent in 1973 compared to average growth 
rate of 10.4 percent during the twelve year from 1960-72. This 
trend continued and exports rose by 30.95% during 1974-75, Both 
developed and developing countries shared this boom in the . 
export perform.mce. It is also effected by the increase in all«<K^ '^  
pricesp and also d'i« t.oincreas'" i" theprimary commodities demand. 
Fourth plan recorded average growth r a t e of 11.68 percent in 
imports and 13.21 percent in exports . Exports as a percentage 
a/ 
of imports has increased from 61 in annual plan to 91/in 4th 
plan. The volume and unit value of exports were increased during 
this period which were continued to same trend in fifth plan 
also. The volume and unit value of imports reduced during 1972-73 
which resulted surplus in balance of trade in 1972-73. 
Achievements of exports earning in seventies was largely 
due to boom in World trade and also the sufficient capability of 
domestic industrial activity which had helped not only the export 
but also reduced the imp-rts ty expending the production of import 
substitutes© 
However^ the fifth plan also witnessed a continuous growth 
in exports especially during the year 1974-75 and 1975-79 in 
which exports were grown by 30 and 33 percent annually. The 
Imports increased more rapidly in comparislon to exports» The 
import growth was 51% during 1974-75, Import growth was 19 percent 
during fifth plan which were more than the growth of import in 
forth plan i.e., 12 percent. In the terminal year 1979-80, the 
imports were increased by 34,84 percent and exports declined to 
13.49 percent. The year 1976-79 was a exceptional year which 
experifnced a surplus in balance of trades, due to high growth 
rates in exports during the year. The exports as percentage of 
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of imi^ orts which waS 91 percent in forth plan has reduced to 
74 percent in fifth plan which indicated increased need of 
forelan aid. 
We can realise from the above discussed that export value 
and unit value both has grown up over the period under study. The 
export volume which was 65.68 in fifties has increased to 13.75 
in seventies. The export value v/hich was only 76.46 in pre-dcva-
luation period has increase in subsequent year. The export unit 
value index which was 61,22 in fifties has increased to 189.27 
in seventies and it was 66,07 in predevaluation which increased 
to 142,97 in post devaluation period. In this way we can say 
that exports which were not attained a proper place in fifties 
in Indian Foreign Trade has become a prcgressive sector over 
the prriodp 1951 onwards. The value index of imports was 61.55 
and Unit value was 85.66 (annual average) in the fifties which 
has increased to 96,2 and 113.8 respectively in sixties. In 
seventies tht value and price Index of imports Increased 
resulting in acute balance of payment problem which was due to 
oil price and liberalisation of imports during this period. 
The volume and unit value of imports were increased to 
128.4 and 203 respectively. The percent growth of volume and 
price index of imports from pre-devaluation period was about 
95 percent and 82 percent respectively, Hov/ever, one can realise 
from table that export volume was increasing more than import 
Value and on t h e o t h e r hand the: Impor t p r i c e s v/r re i n c r e a s i n g 
rrOre c o m p e r a t i v e l y t o es tpor t p r i c e s , I n d i a ' s e x p o r t p r i c e s were 
i n c r e a s i n g s e l o w l y i n compar i son t o World E x p o r t p r i c e s which 
w e r e i n c r e a s i n g f a s t i n s e v e n t i e s . 
P u r c h a s i n g p o ^ e r of E x p o r t s which was l o w e s t d u r i n g t h e 
f i f t i e s has i n c r e a s e d ove r t h e decades of s i x t i e s and s e v e n t i e s . 
I t was 7 2 . 8 i n s i x t i e s which has i n c r e a s e d t o 118 .6 i n s e v e n t i e s . 
The p r r d e v a l u a t i o n p u r c h a s i n g power of e x p o r t was 74 which increase-^ 
t o 107 .21 d u r i n g t h e p o s t d e v a l u a t i o n p e r i o d ( 1 9 6 7 - 8 0 ) . However, 
I n d i a has t o r e l y h e a v i l y on F o r e i g n a i d due t o i n c r e a s i n g i m p o r t 
e x p e n d i t u r e i n I n d i a n economy. Impor t s u b s t i t u t i o n has p l a y e d a 
p o s i t i v e r o l e i n s t r r n g t h i n g t h o p u r c h a s i n g pov/rr of e x p o r t s by 
c r < a t i n ( j a d d i t i o n a l e x p o r t s surj i lun and r e d u c i n g t h o i r r p o r t of 
c e r t a i n raw m a t e r i a l and c a p i t a l g o o d s . 
The t e rms of t r a d e which was u n f a v o u r a b l e d u r i n g f i f t i e s 
( 7 2 , 6 ) , was improved o v e r t h e decade- of s i x t i e s and s e v e n t i e s . 
I t \^JLb i n c r e a s e d t o 7 3 . 8 i n s i x t i e s and 8 8 . 3 i n s e v e n t i e s o As 
a whole t h e t e rms of t r a d e which was u n f a v o u r a b l e t o I n d i a d u r i n g 
p r e - d e v a l u a t i o n p e r i o d (68 .93 ) h?,s improved o v e r t h e pfiLst d e v a -
l u a t i o n p e r i o d (1967-80) t o 8 8 . 5 7 , 
GRWTH OF FOni.lGN TRADE AND DOMESTIC ECC^CmC VARIABLES 
I t i s e v i d e n t from t a b l e ^ t h a t p r o p e n s i t y t o i m p o r t has 
declinfx3 from 7.85 i n 1960-61 t o 6,4 3 i n 1965-66 , I t has f u r t h e r 
dec l in txJ t o 4 . 4 8 i n 1 9 7 0 - 7 1 , The d e c l i n e d t r e n d i n p r o p e n s i t y 
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to irrport was continued upto 1972-73, But after this period the 
propensity to irrpor-fc. has slov/ly increased and was stagnant upto 
1978-79, It increased to 7,36 in terminal y^ar. The trend may 
be attributed to the combined effect of import substitution, 
lower limit of foreign aid inflow and lower investment. 
The increasing trend after 1972-73 was due to hi\<€ in 
oil prices in this year. Again the Import as a percentage of 
gross fixed capital formation was declining over the period 
1960-73, This may be explained in teirms of increased production 
of capital goods in India, It was partly due to reBtrictlve 
import policy' particularly on maintenance importB, This is a 
necessary conclusion if the import content of Investment expen-
oitui- aid not decline. After 1972-73 the ratio has increased and 
remained stagnant upto 1978-79 and again increased to 41,35 in 
1979-80, This trend was due to increasing import expenditure 
and short fall in domestic production repl icinq imi:)orts. The 
progress of import substitution which was not satisfactory during 
the seventies was due to liberalisation of imports and domestic 
constraints hampering industrial production. It was one of the 
factor effecting the ratio during srvontics. 
The propensity to exports Vias declined from 4.5 In 1960-61 
to 3.68 in 1965-66. Aftei 1965-66 the propensity to exports Koi 
increased over the period 1967 to 1976 which was due to various 
incouraging scheme for export Industries to boost the export 
jfin 
surplus after devaluation. But during 1976-77 to 1978-79 the 
propensity to export has rf'c'uced, indicating the decrease in 
export surplus in various industries. The ratio has improved 
again in the year 1978-BC. The ratio of exports to gross fixed 
capital forniiition stovred the declining trend during the period 
1960-61 to 1965-66. It was due to low investment in export orien-
ted industries. The rates has increased during the period 1970-74 
due to increasing investment in Export oriented industries pushing 
up the export surplus. The rates which were 33.5 during 1975-76 
has declined and remained stagnant till 1979-80. The investment 
in export oriented industries were increasing during the seventies 
creating huge export surp>lus. 
From the above investigations one can observe that the 
structural change has taken place in Indian Economy throughout 
the period especially in seventies. The trade policy has plajied 
a positive role in bringing about structural change in foreign 
trade. The import substituting industrialization which was adopted 
during second plan as a strategy of industrial development has 
contributed much in transforming the Indian Industry and trade 
to a dynandc structure, 
COMPOSITION OF INDIA'S FORZIGN TRACE 
In order to study the comp©©itl(bn of trade, it is necessary 
to examine the changing pattern of imports and exports in major 
commodities which brought structuaal change in India's foreign 
trade. It would be worth mentioning to note that traditional 
exports which wer< playing a dominant role in 1950's had declined 
over period of sixties and seventies. On the other hadd the manu-
facturing exports grew at a faster rate. The major categories 
of exports did stagnate. Bhigwati and srinivasan have calculated 
the loss inaggregate exports due to Indias declining share in 
world trade in jute manufacture, tea, cotton, textiles, unmanu-
factured tobacco and ground nut oil and I'lrlseed and Idvriseed oil, 
India's share fell in every case and the total loss in earnings 
over the decade was calculated to be Rs,5740 millions, which was 
16.5 percent of all the earnings generated by these commodities. 
The m.ajor exports in 1950-51, were textiles and garments, jute 
manufacturing tea, leather and leather manufacture, spices, 
vegetable oils and tobacco. There weights reduced in seventies 
dup to emergrncn of new exports, mostly from manufactured sector 
in engineering goods and chemicals etc. Imports were increased 
due to expansion of capital goods industries which required 
maintenance imports of raw material and capital goods. The major 
e-xports in 1978-79 were handicrafts, engineering goods, textiles 
and garments, leather and leather manufacture, tea, iron ore and 
coffee. The imports of consumer goods which were bj^ imports in 
fifties has reduced due to import substitution in consumer goods 
industries in lafer period. The import volume was declined during 
sixties due to import controle policies and devaluation In 
1. Jagdish N. Bhagwati and T.N. Srinivasan, "Foreign Trade and 
Economic Development: India (New York, Colomlpia University 
Press for the National Bureau of Economic Research, 1975),' 
table 3-4. 
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general vfhich fencouraged Import substitution in Indian economy, 
Howpver/ the import volume increased during seventies and in 
first half of eighties due to import liberalization as paxt of 
export promotion measure and induction of new technology for 
increasing output and quality in manufacturing industries. The 
import substitution should be incouraged in eocistlng industries 
by increasing capacity utilization and import should be alloi'/ed 
On the principle of non-availability in domestic market. The 
deficit in foreign trade has increased much more during eighties 
which may again create problem of foreign exchange which Is a 
key instrument in promoting Industrallzation In Indla^he 
changing pattern^composltion of Imports and exports is discussed 
below, 
COMPOSITION OF EXPORTS: 
The character of exports was traditional during first and 
second plan. The engineering goods export W-^ emerged as leading 
one durina sixties and later period. The contribution of non-
traditional exports was negligible during fifties. Concentration 
of exports was high in few commodities i.e, iron ore, engineering 
goods, leather manufacture, tea, cotton, manufacture and jute 
manufacture. The exports of jute manufacture were reduced from 
2 4-3 percent in first plan to 5,26 percent in fifth plan. The 
export of cotton textiles reduced from 10.8 percent in first 
plan to 5,63 percent in fifth plan. The leather manufacture 
export =ilso reduced over the planning period. Most of the trad-
itional exports were showing declining trend over the whole 
]i]2 
planning pcrjod till 1980. The composition of export has been 
shown in table V/.—/^  . It is observed fro^ tableTtnat some 
prirraiy comrodities ejiport increased slowly over the period 
under study, these are ceahe^ kernels, coffee, ollfcakes,suigar 
and marine products. Non traditional exports has achieved rem-
;,ri-! biff progress over the decades^ of sixties and seventies. The 
engineering goods exports which were 0,8 percent^first plan 
increased to 11.02 percent in fifth plan. Iron and steel exports 
increased from 0.8 percent to 4,6 percent In Fifth plan. Its 
growth has been slow due to low capacity utilisation,The capital 
goods exports I.e. machinery and transport equipment, were negli-
gi* le upto f^conr* ^Ipn, It increased from 1,0 percent in third 
plan to 6,37 percent In fifth plan. It was due to import substi-
tution in this industry which begun during second plan. The 
export of chemical and allied products registered slow growth 
from 1,3 percent in First plan to 2,40 percent in Fifth Plan, 
It is better to show the export performance according to standard 
International trade classification. The composition of exports 
has bfon mentioned in table^^^ talking into account, the SITC, 
classification (one digit code) there was no major shift in 
exports of food and beverages» (SITCO and I) over the period 
1950 to 1980. The export of crude material inedible, (SITC 2 and 
3) represents irrfegular growth over the period 1950-80, Export 
of manufactured goods by material (SDTC-6) has recarded consi-
IC3 
dor able growth, . Mott of thf industries in this section were 
traditional industries. Exports of chemical and allied products 
(SUTC-5), Transport equipment(SIIC-7) and miscelleneous manu-
facture (SITC-8) rocarded considerable growtho 
Primary exports as a ratio of total exports has decreased 
from 54.25 percent in 1960-61 to 39,44 percent in 198)0, The 
manufactu-J..., ; ..ports has incro.isod from 45,65 percent in 1960-
61 to 59,81 percent over the period 1979-80, It uhov/s structural 
change in composition of exports in favour of manufacturing 
good. 
Therefore, it is evident from tableVl^ a^nd g that structural 
change in Indias exports had taken place during sixties and seven-
tics. Traditional structur o^  exports upto fifties has undergone 
chanqes due to new exports from manufacture particularly from 
engineering goods and chemical goods industries. It brought new 
dimension in Indian exports. 
COMPOSITION OF IMPORTSt 
Composition of imports has also undergojistructural change 
during 1950-80 (table-^). Imports has grown rapidly over the 
entire period. The imports of consumer goods and the intermediate 
goods which were highest during the first and second plan were 
declined due to import substitution in these industries. The 
consumer goods imports declined from 1283 crore rupees in first 
plan to 1592 crores rupees in necond plan, but in third It 
Increased due to food grains imports ^  Non»-food inports were 
2. For the comprehensive discussion on Exports and Export 
policies. See, Martin Wolf, "India's Exports - A World 
Bank Publication", Oxford University Press, 1982. 
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shewing declining trend in entire period. The Iniports of consumer 
goods were slowly declined from first plan to fifth plan. It 
Was due to better agricultural production and further import 
substitution in non food consumer goods items i.e. paper and 
paper products electrical machinery, medical products. The raw 
material imports which were 29.1 percent in first plan reduced 
over the third plan, and it increased over the fourth and fifth 
plan. The increase in imports was ^ue to rise in oil prices in 
1973 and 1979, The crude material chemical, dying, colouring 
and tanning material under raw material imports showing a decli-
ning trend, due to its increased production in domestic economy. 
Fertilizers imports has increased considerably over the fifth 
plan due to its increasing dem.ind. 
The capital goods imports increased from 28,9 percent in 
first plan to 41,1 percett in third plan due to its expanding 
demand for domestic capital goods Industries, It declined after 
third plan due to considerable progress achieved in import 
substitution in this sector. It constituted 25.78 percent 
of total import during 1979-80, 
Tabl^-> shows the import^ , according to SITC- sectiono Food 
imports has increased since 1960-61 till 1975, But after 1975 
the food Imports declined due to self sufficiency achieved In 
most of food grains. Import dependence has increased In SITC-3 
section due to Increased petroIleum expenditure and like in oil 
prices during 1973 and 1979, Chemical and allied products^ SITC-5, 
has been Increasing since 1960-61 till fifth plan. Consumer 
J bo 
goods imports (SITC-O and 1 and SITC 6 and 7) were declining 
due to increasing dompstic out|)ut in these industries. Imports 
of SITC-3,4 and 5 were also increasing due to increasing demand 
of maintenance imports, 
Ffom the above discussion it appears that consumer goods 
imports has declined substantially in Indian economy due to its 
Indigenous production. The intermediate and capital goods imports^ 
has increased due to requirements of indigenous industries. Imports 
of capital good cannot be reduced due to its importance attached 
with development of industrialization which needs modern techno-
logy and equipment. Every efforts should be made to brought 
consumer goods imports at minimum, so that more and more capital 
goods imports may available which is key of industrial develop-
ment in India. 
Comii^ odity concentration of exports and inports is a 
measure which tells about diversification in export/import of 
commodities has been discussed below, 
CUM-iCCITY CONCENTRATION OF EXPORTS ANfa IMPORTS i 
The current theme in the discussion of relationship between 
international trade and economic development is the importance 
of the problems created for the developing countries by fluctua-
tions in their export earnings. Amongst the possible explaina-
tion of these fluctuations are those concerning the concentra-
tion of exports. Typically export from African, Asian and Latin 
! I) I) 
American countries are characterised by dependence on a narrcfw 
range of cominodlties which are sold to a small number of foreign 
markets. The concentration of exports in only a few commodities 
is often thouqht to be an important cause of Export fluctuation? 
A reduction in export concentration or rather an increase 
in diversification, is a healthy sign because it reduces depen-
dence of the countries on a fev; commodities for earning foreign 
exch mge and miniti^ ising these elements of instability in trade. 
On the other hand an increase in the Import concentration i.e., 
a recfuction in diversification is favourable because it rec'uces 
the dependence of any country or foreign supply of goods which 
signifies an Increase in the production base of the countryo 
We have tried to measure the fxtent of concentration in 
India's Imports of various commodities with the help of Glnni-
h 
Hirshman coefficient of commodity concentration. For the sake 
of illustration, the methodology used to calculate the concen-
tration of exports and Imports is given belowi-
^x = 100 / ; <2 ^ ^ ^ ^ ^ ^°°t-
t ^ n V / 
^ ( xlt ) 
1=1 ( x^ ) 
where xlt = the value of export of conmodlty In the year t, 
..t - t-ht total value of exports in year t. 
the coefficient of commodity concentration of Imports C is 
mt 
defined in a completely similar way when compared to exports, 
C = 100/ square root 
. n 5 
B ( m 1. t ) 
1=1 m t 
3. James, Love, "Tj-ade Concentration and Export Instability" 
in Trade and Poor Economics, edited by Sheela Smith and 
John Toye, Frank Cass and Company Ltd., London, 1979, p. 60. 
4- l^i^i, PF'Cl-ii. 
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Whrre m i t = the value of imports of commodity i.e in 
year t. 
mt = = the total value of imports in year t. 
In selecting this standard International Trade classifica-
tion (one digit code) category, we have measured the value of 
commodity concentration cf Imports and Exnorts for each year 
from 1960-61 to 1979-80. For convenience the coefficients have 
been mentioned in percentage form. The highest possible value 
of each coefficient is 100, This occurs when exports or imports 
comprise a single commodity category. The value of the concentra-
tion coefficient will be lower the more evenly imports or exports 
are distributed over various categories. The lowest value is 
wO 100/ n ^— where n is the number of different categories 
/n 
under consideraMon. This value will be obtained when all coramo-
(iities arc equally represented in total, import or exports values. 
As n = 9 in our case, the lowest possible coefficient in our study 
is 33.33. 
From the above table it has been analysed that the coeffi-
cient of concentration of Exports of various commodities v/hich 
was 54.15 percent in 1960-61 kept on failing during the entire 
pciiod (except some crucial years) and fall to 46.03 percent in 
the terminal year. In the case of imports the degree of coeffi-
cient of concentration, which was 43.77 percent in 1960-61 remainec 
relatively stable upto 1965-66 and thereafter it showed a declin-
ing trend. Since 1973-74(with the increase in oil prices), the 
i()8 
coefficient of concentration increased considerably. 
In the early stages of rconoinlc growth, production and 
especially production of goods for exports was determined largely 
by the availability of natural resources and technology. As 
development proceeded, the increasing availability of capitql 
and skilled labour brodened the product range to enable the 
country to compote effectively in the International market. This 
channe was partly due to progress in import substitution in late 
fifties and this has becomr a continuous process. Some of the 
Import substitutes are no^'/ producing exportable surplus. 
The concentration of exports In the period under study 
moves towards a low mean value of 53,25%. However, the concentra-
tion of exports was high, 5 3,66 percent In pre-devaluation period, 
l,e, 1961-66, which has decreased after devaluations to 5 3.07 
percent which is not a very significant feature of export diver-
sification, "^t ^•''•' ^ howed a very insignificant Improvement in 
stability of export earnings. If we examine the export concentrq-
tation decade wise, it shov/s that export concentration was high 
In sixties i.e., 53,41 percent and come down to 53,0 percent in 
the seventies. So the expectations from export sector are not 
better, in comparison to government efforts and export promotion 
5 
measures for Improvement of export sector. The so called charect-
eriptics of instability of exports earnings of developing count-
ries is still affecting the Indian export earnings and therefore, 
it5 diversification, What.-so-cver exports diversification and 
5. See, Martin Wolf, "India's Exports - A World Bank Publication" 
Oxford University Press, 1982, pp, 12-13. 
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the export earnings has improved after devaluation is not a 
positive rrr.ult of domestic industrial qrowth but due to the 
export incentives like, cash, assistance, import rcj^ lenishrnent 
licenses, duty drawbacks, indigenous raw material at internation-
al prices to exporters and especially the Exchange rates(deva-
luation) which haS encouraged the Indian exporters due to high 
profit rate in these Industries, 
In the Case of imports the degree of commodity concentratior 
was high (low import diversification) shov;ing import substitution 
which Was initiated in late 50's considerably in consumer goods 
industries. Degree of import concentration was 43.77 percent in 
196C-61 which has remained stagnant upto 1966-67„ After 1966-67 
the dtcie. of import concentration shov/ed a declining trend. 
Since 1972-73 the import concentration has increased slowly ovrr 
the period duo to high oil prices. The relatively stable trend 
of import concentration upto 1966-67 was a feflection of increased 
imported inputs to feed the expending oroduction base of manufac-
tured good in increase food grain imports which were counter 
balanced by a fall in imports of certain items. Import substi-
tuting industrialization was successful in maintaining high 
concentration of imports, therefore, reducing the import diversi-
ficationo But from 1975-76, it has again reduced from 41»4 to 
38,67 showing import dlvei-sification which was due to increasing 
capital import needs and the domestic availability was not suffi-
]7G 
cient to meet the total domf-stic demand. But the year 1979-80 
again realised a high import concentration which was highest 
in compatison to other years. The high import concentration was 
due to improvement in the domestic supply position as well as 
self sufficiency achieved in some important industri^ -G. Hov;ever^  
the progress in import substitution has not actually reduced 
the import concentration on a considerable extent due to increas-
ing high import content in the production of export items and 
the import substituting industrialization itself. The export 
incentives in form of import entitlement scheme, and availability 
of imj^ ort substitute good on international prices to export 
Industries and import llberlization has adversely affected the 
inport substitution in general, and import concentration in 
particular. However, over all concentration of Import is 41,87 
which is a low mean value (annual average) over the period 1980-81 
which is relatively stable. The conct-ntration O.f import was 44.16 
percent during the pre-devaluation period, which has reduced after 
dfvaluaticn to 40,81 percent over the period 1966.80o The reduc-
tion has been due to the cause discussed above, the import con-
c ntration has reduced in seventies in comparison to sixties, 
Theicfore, the devaluation of 1966 was not fruitful as it 
was desired. 
Finally the gap in the commodity concentration between 
exports and imports measured by the ratio C/C. is mainly a 
X H 
1 ( X 
r. flection of under development and lack of industrialization 
in particular. The nariowing dov/n of this gap in the later years 
throws a hint of gradual industrialization in India. 
On the basis of above discussion, we observe that import 
substitution behind the protection wall has bring the structural 
change in India's Foreign Trade in both Import and Export Trade, 
But the performance is far behind the expectations. In 50's and 
in hair of sixties most of the import and export were of consumer 
gcods and primary comrroditi es. But in later half of sixtlcf; and 
seventies the capital and intermediate goods were expending. Nov; 
India is producina sophisticated capital goods also. Therefore, 
their is a considerable change in import structure. The Export 
of manufacturing were fast increasing to change structure of 
imports from primary to manufacturing exports. This is an efforts 
towards stable gro-.;th rates in India's Exports. Instability is 
more expending in primary good Exports then the manufacturing 
exports of developing countries. Therefore, a fast growing manu-
facturing exports is an index of economic transformation in a 
developing economy, 
IKDIA AND WORID TRADE: 
World trade has expending steadily over the past three 
decades. Indias share in world trade over this period has far 
the m.ost part registered a decline. This sep-ms to have bf-en the 
fate of the devel-v,-inr countries in general of late, of course. 
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the share of developing countries in world trade has risen out 
this increase is due to the rise in oil prices. It is reflected 
in the rising share of OPEC nations in world exports, 
Indian share in world exports and imports during seventies 
has bef-n extremely small a fraction of one percent in both cases. 
Share of imports in comparison to experts has risen during first 
half of eighties. 
Trends in the value of exports of India in relation to the 
trends in the value of world exports are shown in tabled",/ 
Exports of India increased from $ 1,611 million in 1951 to $ 8064 
mlllicns in 1981, while world exports increased from $ 74,800 
million to $ 1967122 million during the same period. It is evident 
that Indias exports have not ber n keeping pace with world exports. 
Durina the period 1950-78, exports from India increased at a 
compou-d growth rate of 5,3 percent per annum, as shown in table 
while world exports increased at a compound growth rate of 10,2 
percent per annum. As a result of these differential rates of 
growth the sh=ire of India in world exports declined from 2.2 per-
cent in 1951 to 0,41 percent in 1981, Share of India in world 
export is declining since 1965 but it has declined rapidly after 
1976, 
TABLE: Annual Compound Growth. Rates of Exports :India 
and World, 
World 
developed ^^rket 
Economic Countries 
Developing countries 
India 
• 
1950-60 
6.2 
6 .9 
2 . 9 
0 .0 
1960-70 
8.9 
9 . 6 
6 .9 
3 .6 
1970-78 
18.8 
17,4 
23.9 
16,8 
1950-78 
10,2 
10.4 
9 . 3 
5 . 3 
SOURCE: UNCTAD, 1979, op.cit. 
ULA^ 
India'- ach^ <~^ernent in export trade was better, comparison 
to developing countries.11*^ ^ ^'°*'^ 't*'*^  ^'*-^-compesition of exports 
in India and developing countries. 2.4- indicates that Indias 
share of manufactures in exports during 1960-79 has increased 
mofe rapidly then developing countries. Exports of food and raw 
material were reduced in comparison to developing countries. 
The Indian terms of trade and purchasing power of exports 
has declined rapidly in comparison to tther developing countries, 
during seventies. The export has not grown much in respect of 
6 
terms of trade and purchasing power of exports. The overall 
contributionof exports has also declined during sixties and 
seventies in respect to widening trade gap, 
7 
There are various causes of slow growth of exports. The 
one of the constraints on the export growth is increasing rate 
of inflation in Indian economy. The export prices could not 
compete with the domestic economy. The trend of export and 
domestic prices can be seen from table'^ 'I'^ .It shows that the 
domestic prices were increasing fastly. They increased from 100 
in 1950-51 to 469.6 in 1979-80. ©n the other hand, export prices 
increased from 100 to 365 in 1979-80, After 1966-67, the export 
prices increased substantially due to devaluation, but the rate 
of inflation in the country has also increased. Therefore, 
volume of export has grown slowly during the seventies. The 
import prices has increased more then export prices, i.e. import 
6. Ibid., p, 31, 
7. For Slow Growth of India's Export, See, Ibid,, pp. 60-76, 
.1 7 4 
unit value index increased from 100 in 1950-51 to 450 during 
1979-80 which indicates a adverse term of trade and v;idening 
trade gap in Indian economy. Besides it there are several domes-
tic and international constraints of Indian exports^Xhe historical 
pattern of controles on Imports of raw material, components, and 
capital goods and the virtually cornplete dm^yiCih.on imports of any-
thing produced in India, has been perhaps the single most severe 
problem for Indias Industrial export. It has meant, among other 
things, that poor quality or high cost domestic production 
(Import substitutes J at one stage penalwS6^ «*"--< export activity 
at the nest. 
From the aboce discussion, it appears that Indias foreign 
trade has ur dergone structural changes in composition of exports 
and import over the last three decades. The exports '^  were 
charactfrised by primary commodities in early fifties. Most of 
the impc"^ '• X'^  ' -",s'"ner good and intermediate goods which dec-
lined substantially during the last three decades due to import 
substitution policy followed in the second plan. Policy of heavy 
Industrialisation envisaged in Second Five Year Plan has stepped 
up the export earning^ by creating a wide range of manufacturing 
goods. 
Problem on trade fronts like secular deterioration in 
terms of trade, contineous deficit in trade balance, slow grov/th 
of exports and mounting import bill is still existing in trade 
1 f^ ^> 1 /.) 
structure. Import expenditure has increased new heights during 
the first half of eighties purcViasing power of export has also 
declined which indicates problems in implennenting industrial 
development projects in economy. Policy of import substitution 
should be rewied against its ctiticism and a rationale programme 
of import substitution should be undertaken to bring import of 
consumer good lowest. The existing import - substituting 
Industrie-' aim should to bring cost of production low and 
maintain quality of International standard. It will increase its 
demand domestically and it will also make exports competitive. 
-x-x-x-x-x-
TABLE- \j]-\ INDIA'S FO{lEIGN TRADE 
YEAR Impor t s 
F i r s t E l a n : 
1951-52 1379 
1952-53 1002 
1953-54 855 
1954-55 988 
1955-56 1024 
A n r u a l Averacje 
1956-57 1423 
1957-58 1633 
1958-59 1424 
1959-60 1515 
1960-61 1768 
Annua l Ave raqe 
I l i r d P l an . i f lPd 
1961-62 1718 
1962-63 1783 
1963-64 1927 
1964r65 2126 
19fS-66 2194 
Annual Averaq^ 
1950 
Annua l P lan2078 
1966-67 2078 
1968-69 1909 
Annua l Ay, 1991 
IVth P l a n , 
1969-70 1582 
1970-71 1634 
1971-72 1824 
E x p o r t s 
1106 
873 
813 
918 
922 
977 
1001 
903 
1008 
997 
977 
1033 
1069 
1244 
1282 
1264 
1950 
1157 
1157 
1385 
1247 
1413 
1535 
1602 
Annual 
Change 
IriTDort 
-
- 2 7 . 3 
-ia.67 
+15.55 
+ 3.64 
+35 .91 
14.75 
- 1 2 . 7 9 
6 .39 
- 1 6 , e 9 
12.19 
- 2 .82 
3.84 
8 .07 
10.32 
3.19 
5-52 
- 5 ,02 
- 5 .2 
- 2 .99 
- 4 .46 
- 1 7 . 1 2 
3 .28 
11.62 
P e r c e n t a g e 
E x p o r t 
-
- 21 
- 6 .87 
+ 1 2 . 9 1 
+ 0 . 4 3 
+ 5o96 
2 . 4 5 
- 9 .79 
11 .62 
- 1.09 
1.83 
3 .61 
3 .48 
16 .37 
3 .05 
- 1.40 
5.02 
8 .46 
3 .63 
1 5 . 5 1 
3 .56 
2 .02 
8 . 6 3 
4 .36 
1 /u 
(RS, i n c f o r e s ) 
E x p o r t a s 
% of Imp-
o r t s 
78 
86 
93 
91 
79 
69 
61 
64 
67 
57 
63 
61 
61 
65 
60 
57 
61 
56 
60 
74 
63 
90 
94 
88 
B a l a n c e of 
T r a d e 
- 2 7 3 
-129 
- 42 
- 80 
-102 
-446 
-632 
- 5 2 1 
-507 
-771 
-575 
-685 
-714 
- 6 8 3 
-644 
-930 
-772 
-921 
-787 
- 5 5 1 
-744 
-169 
- 99 
-222 
contd.p. 
-2- 1 ( i 
1 , 
1 9 7 2 - 7 3 
1 9 7 3 - 7 4 
A n n u a l 
A v e r a a e . 
V t h Plar io 
1 9 7 4 - 7 5 
1 9 7 5 - 7 6 
1 9 7 6 - 7 7 
1 9 7 7 - 7 8 
1 9 7 8 - 7 9 
A n n u a l 
A v e r a e 
1 9 7 9 - 8 0 
1 9 8 0 - 8 1 
2 . 
1868 
2955 
1972 
4 4 6 8 
5 0 1 8 
5074 
6026 
6606 
5 4 3 8 
8908 
1-^33U 
3 . 
1961 
2 5 2 3 
1807 
3304 
3942 
5 1 4 6 
5 3 7 3 
5 6 9 1 
4 6 8 1 
6459 
6704 
4 . 
2 . 3 5 
5 8 . 2 7 
1 1 . 6 8 
5 1 . 2 0 
1 2 . 3 0 
1 . 1 1 
1 8 . 7 6 
9 . 6 2 
1 8 . 5 9 
3 4 . 8 4 
3 8 . 4 1 
•5. 
2 2 . 4 0 
2 8 . 6 5 
1 3 . 2 1 
3 0 . 9 5 
1 9 . 3 0 
33 07 
4 . 4 1 
5 . 9 1 
1 8 . 7 2 
1 3 , 4 9 
3 . 7 9 
6 , 
105 
86 
9 1 
74 
7 8 
101 
89 
86 
86 
n^ 
54 
7 . 
+ 94 
- 4 7 2 
- 1 6 5 
- 1 .164 
* 1076 
+ 72 
- 6 5 3 
- 915 
- 747 
- 2449 
- 5 , 6 2 6 
Note: The rupee was devalued on June 6, 1969, Figures prior 
to 1966-67 are post devaluation terms. 
SOURCE: Monthly Statistics of Foreign Trade in'India, 
D.G. I & S. Calcutta and Ministry of CormnercB, 
New Delhi, 
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TABIE-Yl Imports and Exports, Volume Index. Unit Value Index, 
PERICD 
1951-52 
1952-53 
1953-54 
1954-55 
1955-56 
1956-57 
1957-58 
1958-59 
1959-60 
1960-61 
1961-62 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 
1967-68 
1968-69 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
Terms of Trad 
1951 -1980. 
Exports 
Volume Unit -
Index '^- 1-" 
Index, 
56 
62 
62 
65 
70 
57 
73 
67 
71 
67 
69 
74 
84 
87 
83 
79 
81 
94 
94 
100 
101 
113 
118 
126 
138 
163 
158 
170 
188 
86 
61 
56 
57 
55 
61 
60 
57 
58 
63 
64 
61 
64 
61 
64 
95 
96 
96 
98 
100 
103 
112 
139 
171 
181 
206 
221 
218 
223 
•e and Purchasinq Power 
Index 
6f Exports 
197^-71 = 
Imports Purchasina 
Volume Unit Val- of Exports 
'n^' 'X ume Ind-
ex. 
69 
51 
47 
57 
61 
82 
68 
59 
60 
72 
70 
74 
70 
76 
86 
98 
90 
115 
113 
100 
120 
114 
131 
115 
128 
111 
149 
161 
155 
85 
82 
78 
70 
67 
81 
110 
105 
93 
93 
94 
93 
105 
107 
100 
129 
113 
100 
84 
100 
92 
100 
137 
2 37 
229 
279 
246 
250 
351 
85 
69 
67 
85 
89 
79 
59 
51 
70 
69 
71 
71 
77 
77 
82 
58 
58 
90 
109 
100 
Idd 
128 
119 
90 
107 
120 
142 
148 
119 
100 
from 
Power Terms of 
Trade 
101 
74 
71 
81 
72 
75 
54 
54 
62 
. 67 
68 
65 
60 
57 
64 
73 
72 
96 
116 
100 
111 
112 
101 
72 
75 
73 
89 
87 
63 
SOURCE: The volume^ index, unit value index have been estimated frome 
the data on quantum value, value of imports and exports availa-
ble in RBI curfency and Finance, 
The terms of trade has been estirrated by using value of exports 
and imports, 
the purchasing power of exports have been estimated using the 
ratio = Value ihdex of exports 
Unit value of ^jaports 
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Vf TaUa* ^ INDIA 'S EXPORTS OF PRINCIPAL CCHHU.ITIES 4 ^ ^ 
TOTAL 
COK XJCITIES 
1 . 
F i r s t p l a n S r o n d p l a n T h i r d P l a n A n n u a l p l a n F o u r t h p l a n 1 9 7 4 - 7 5 1 9 7 5 - 7 6 1 9 7 6 - 7 7 1 9 7 7 - 7 8 1 9 7 8 - 7 9 1 9 7 9 - 8 0 
3. 
-PINAFY! 
. Teo 
T. : i o r . o r e 
64 0 
( 1 7 . 1 ) 
( 2 . 9 ) 
33 
( 0 . 7 ) 
135 
( 2 . B ) 
71 
( 1 . 4 ) 
99 
( r n- .. ( ., • u r . 1 2 . f l ) 
( l . h ) 
'.. ' • • ( • ( r c 
{ ( . . • ! ) 
4 . Hano i r t r e 
Mica 
['. T o b i c c o 
. I 
) . 1 • r I M -
13 
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IC-
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TABLC-jV:-^  Gjni-Harshman Coefficient of Comrnodltv Concentra-
tion o€ India 's Exports and Imports. 
YLIAR Export Coefficient Import Coeffi- C - C "^ x / M^ 
Cy^ cient Cj^  
1. 2, 3=1-2 4 = ig 
1960-61 
1961-62 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 
1967-68 
1968-69 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
54.14 
^5.07 
54.14 
53.19 
62.23 
53.19 
53.85 
5 3.85 
53.19 
51.25 
5.25 
49.22 
5 0.25 
49.22 
47.12 
46.03 
49*22 
49.22 
48.18 
46.03 
43.77 
42.60 
42.60 
44.92 
46.20 
44.92 
43.77 
48.04 
38.87 
37.55 
38.87 
38.87 
41.40 
40.16 
42.60 
42.60 
41o40 
40rl6 
38.87 
46.03 
10.37 
12.47 
11.54 
8.27 
6.21 
8.27 
10,08 
12.45 
14.32 
13.70 
11.38 
10.35 
8.85 
9.06 
4.52 
3.42 
7.82 
9.06 
9.31 
0.00 
1.23 
1.29 
1.27 
. 1.18 
1.13 
1.18 
1.23 
1.30 
1.36 
1.36 
1.36 
1.26 
1.21 
1.22 
1.10 
1.08 
1.18 
1.22 
1.23 
loOO 
SOURCE: Estimated Coefficient from the data available on 
Export and Inports in R.B.I,, Report on Currency 
and Flaance and Relivent years. 
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TABLE -2-^'^  Trend? in the Value of Exports : India 
YEAR 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
SOURCE I 
apd the World 
World Exports 
74800 
72400 
73400 
76400 
83200 
92600 
99300 
94800 
100600 
113400 
118600 
124700 
1 ''6000 
152600 
165400 
181400 
191200 
240100 
274400 
314500 
351300 
416200 
577000 
841700 
875900 
993200 
1127200 
1227200 
1645869 
2001551 
1967122 
J.N.Bhaqwati and T.N, 
JL 
Indias 
1611 
1295 
1116 
1182 
1276 
1300 
1379 
1221 
1309 
1332 
1387 
1403 
1631 
1749 
1686 
1606 
1612 
1760 
1835 
2026 
2034 
2401 
2923 
39 30 
4393 
5526 
6222 
6500 
7850 
8378 
8064 
.Srinlv 
(Millions US fe) 
Exports Store of India in 
World Exports % 
2.2 
1.8 
1.5 
1.5 
lo5 
1.4 
1.4 
1.3 
1.4 
1.2 
1.2 
1.1 
1.2 
1.2 
1.0 
0.89 
0„84 
0.73 
0.67 
0.64 
0.58 
0.58 
0.51 
0.47 
0.50 
6.56 
0.52 
0.52 
0.50 
0,42 
0.41 
asan. Foreign Trade Reqimes 
and Economic Developmfnt of India, National Bureau of 
Economic Research, 1975, Table 1-9, U.N., UKCTAD,Handbook 
of International Trade Statistics, 1979, and Economic 
Surc-ey, 1983-84, 
187 '^ 
TABU-:- { vl-10 Trends In Domestic Prices, Export and 
YEAR 
1950-51 
1951-52 
1952-53 
1953-54 
1954-55 
1955-56 
1956»-57 
1957-58 
1958-59 
1959-60 
1960-61 
1961-62 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 
1967-68 
1968-69 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
IiTTDort Prices at ' 
Wholesale Price 
Index Base-1950 
51 = 100 
100,0 
105.5 
89.4 
93.6 
87.0 
82.7 
94.2 
97.0 
101.0 
104.7 
111.7 
111.9 
114.4 
121.0 
136.6 
147.0 
171.1 
190.2 
188.0 
191.7 
202.4 
210.0 
245.9 
319.8 
352.0 
' 2? " 
368.6 
369.8 
386.8 
469.6 
the B^s 
Unit Value of 
Exports Base-
1950-51 = 100 
100 
142 
100 
92 
99 
90 
101 
98 
93 
95 
101 
103 
99 
101 
98 
104 
156 
158 
157 
160 
165 
170 
186 
228 
'281 
304 
336 
364 
358 
365 
e 1950-51 s? 100. 
Unit Value of 
Imports Base 
1950-51 = 100 
100 
108 
105 
100 
89 
85 
103 
141 
134 
119 
119 
120 
119 
134 
137 
128 
165 
170 
128 
107 
128 
117 
128 
175 
303 
306 
357 
315 
320 
450 
SOURCE:- Ccl,2 Base has been shifted t© 1950-51, economic survey, 
relevent issues. 
Col.3 Base has been shifted to 1950-51 and as defalter 
for the values of exports and imports, then RBI currency 
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C H A P T E R -VII 
IATTER:: GS INDUSTRIAL GROV/TH II: INDIA 
The fxlsting industrial structure is the product of the 
economic t' ..wd 'triaj. policies, pursued by government 
since independence. Although there was an industrial base in 
terms of traditional industries like textiles, jute, sugar, 
te^ and also some engineering industries, there was not a 
sufficiently strong industrial "'--ase at the time of independence. 
The development of industries over the last three decades has 
somewhat compensated almost a century of stagnation and 
arrested ornwth in the Indian economy prior to 1941. Import 
s';' St 1 ti:t ..on has been instramental to induce industrialisation 
in th-" ci^ 'untry during the last three dec-tdes. T?ie ISI strategy 
:-:-it'd I'nt productivity in the domestic economy was expected 
to :• prove as a result of industrialis.-ition. A detailed 
an^ ly.-.is oi. changing pattern of industrial growth over the 
last t'iree decade is intended to shiow that import substitution 
pl.iye' a :,ey role in bringing structural change in India's 
r-niuf"Ttiiring sector. 
IATTE::N C INDUSTRIAL DEVSLC^ tr:£::T: 
.iy 1*^ *46, '.n the eve of independence, when the first 
census of ''anufacturing Industrials {Ch'l) was under taken, the 
i r-^'u stria' rtructure revealed the dominance of the follov;ing: 
suqar; VP^"toble oil; cotton textiles; jute textiles; iron 
and steel r^ eltinq, and general enilneerinq. CMI fignr'-' v;ere 
^ased f-n 2'^ industrial sectors. Ue^rly Sni3 industrial estab-
lishnent were oper.jting at the time of independence. I'learly 
13.n? lakh c^ rsons were employed and produced gross output 
of 601 crorrs worth of industrial output. Pattern of industrial 
growth whi'^ h existed till the First Plar, was based on tradit-
ional ; ndu;;-*-ries which involved relatively simple technology. 
The Second Five Year i.'lan sav/ India opting for hecivy 
industrialir.ation. Then onwards, industrialization has been 
taking plar*' in a broad fronti v;ith traditional and non 
tr''ditiona' industries existing along side one another. The 
pattern ot industrialization emerged during the last thirty 
years {^^51-1981) in India has followed the typical pattern 
of indKstri.il • zation. This type of pattern distinguishes among 
(a) i;idustri-ilisation at processing of primary products, 
(b) dovelo -p'^ t o^ •^mufacturing industries involving simple 
technc"'o(iy >ind (c; production of c'spital equipment using 
Tdv 'nc'-d • r-'iino technology le.^ dLn'T to ni'ture phase of 
ir'/'u';'- -- i -'1 i;;.!+' ien . 
1. ::aiz(.'ls. A, "Industrial G r o w t h r^ n:^  the '.-'orld T r a d e " , 
;:.I.E.:.R., London, 1963, pp. "A-SG. 
I) JL 
r'h.Tcforp, sta'ic of xn'"''\str 1 ~'l i7rition at eve of 
irx^c^^cri'lcnrp wriG at p r o c e s s ! rq ntnqe which qot m o m p n t u m after 
incicpci!'""'T.cr one! changed its co u r s e in favour of non t r a d i t i o n a l 
r-fctor. He^'vy in'^untri.''lizntion t^arcrl on r a t i o n a l e of import 
'^ ubst it'ition since Second il.in aprxoached towards mature phase 
of industrial devplop'Mont. Since then advancement in industrial 
sector is taking placp over the plan period. 
D£VJ:LLI! -^rlirS IN O R G A N I S E D lbJUST'U.\L 35CTCR: 
or'-;, niscci industrial srct(jr durinq 1951-Bl has grown 
fairly v^ni ly since c )nntry at+ai-ed ir r^ppcndencf. There v;ere 
only '•^ 13 li-aisterpd f-ctories which produced nearly 600.S4 
rrrii •; f 'Utt'ut. "'-le lixed cip't'l an^ i-mf)"! oyed person v;ere 
',61. 3L •••rur -^  i:.... 15. M laVh no of >^en/>cnrv*> as rentione^ "'^  ir, 
2 
>'irst nsrr -f : ."•nuf .^rtur: ng Iij'iur;trie'^  l^ J-lfi. " Crjncentration 
f •n-M-itr-'' 1 vT. 'uct' 'H w.is Tostly Jn trn^ i •; tional in'^ustries. 
Jh'^ sp if. ilr ^ tors ul dnvrlo ^ent increase^"' v-^ry rapidly during 
!.ifti/|e. It as due tc qrp •t'"-r <••;"" hnsis given to infra 
:~tr.ir'turc t;d I.e.ivy indijstries (^ w• lopment in first and second 
;^lan. ir'rr -f ro"iste'rrd ^-ctori"s were 0607, gross output 
'•^s. •T-'l.'"." ccro^/ f 3 x^ '^' r pit-"] s. 1^'^<:'] and employment 21.7 
lak''-- i--: 1')" when revised classif ic ition of Annual Surv^ry f 
"'OS '"igurrs are from, '.:;agw^ti, J.:., '^nd Fad-^ .a Desai, 
' Ir. Ma-I''anni; '] for Industri''1 i ^ .ation - Industrialization 
and Tn-"- lolicies sjnc( 1951, Oxford 'Jniversity I-ress, 
T V l 3.1 n. 39. 
W',^ 
In>': ' . irtries .ijoerircc^. L.rosi; o u t p u t h a s i n c r o a s e d four t i -^es 
•^ur in : l^'Sl i-; corrpari nion ^o lO'l"' on th-^ eve of i n d o p e n d e n c p . 
The o t b r r r . c' i r • ' - ' t o r i i ; t i c r )f f . - ic tor ies l . o . f i x e d ; ; - p i t a l , 
eT.ploy e r t , r : j . ..f c- t'"'•^lir.hrrpntG incrG."i3cd by tv/o t i m e s i n 
lO"^" ir. r;;mp.'ric;icn t(,> lO'if. .:incp t h e n , s t r u c t u r e of 
I n d u . i t r i "fl r-.-'Ctcr in terpf, jf th^^ a'-ovo m m t i o n e d c h a r a c t e r -
i 5 t u : s ;- .• ';rov-;n r n ^ i d l y , t h o r e l y ' r i n ' ; i n ( j s t r u c t u r a l change 
ir: f ; c t o r y : ^ r r to r nvoi th^ '-.ixtif^.'; ind s e v o n t i e s . 
T'i^ i rowth in r^.-'joi - h o r ' ^ c t ' ^ r i s t i c s of f a c t o r y s p c t o r 
' 'ur i r - ' 1'"'••"0-''\ in rr.ent. ionet^ in t a b i c VII 1-3 . Ra te of i n c r e a s e 
1': r • •'•; t--r'-d f i c to r i - " " ; W.T- h i a h e s t d u r i n q 1960-65, i . e . , 
•^P'^^ • i rh ' ' 'C l incd r.:i:th€r i n 19r.S-71 (3.93) and 1971-76 
( O . ' / ; •: • \- <in r l i ' i l i t l y i n r r e . ' s e d t o 2 .39 p e r c e n t . T h e r e f o r e , 
re>' i ; <''re ' f c t o r y h i s tro'..n r^or; r a n i d l y d u r i n g s i x t i e s 
(6 . : '3 . ' re n t ) , in corp-;ari: i".n to s e v o n t i e s (1 .24 p e r c e n t ) . 
i*ro.'i-.-t i.v ^ r-i ' i t a l i n c r o a s - • a t a Migh r a t e of 26 .37 p e r c e n t 
^ur.ini- 19.:C-6S a f t e r ''•';ich i t reducC''"' in s u c c e s s i v e sub p e r i o d , 
^^ :!*; ' >." ..t I: 'L'c' a t p r ' ; g r e ."^ive t r e n d . I rO'duct ive c a p i t a l 
;- :rr- ',..•' t -^ •'t^ ^ of l.^.!19 ,-orcent d i r i n i 1965-71 , 13 .42 d u r i n g 
l a V ' - V " , p. l^j.l"! - e r c e n t d-ir ing l ' ' 7 6 - P l . ^ r o g r e s s i v ? gr ' /wth 
i n c ' p i t ^ l '.'.elpcd in r a p i d i r . c r c ^ s c of c a p i t a l f o r r . a t i o n in 
raanu^ c t u r i , - i n d u s t r i e s , ' j rowth in fixe^'' c.-^pital r e p r e s e n t 
the- T - t r !jf nr. r ep r ' " - en t t h e a .;",e t r c h d as p r o d - j c t i v e 
c'li*-, •' .1. !'-(.iov d. ; t i.- ' ' ' S ' r v 1 th ' i ' ' '•'i'^nitudr> nf grcv/th 
1 1^ a 
in fixc^. c a p i t a l h.^s l^een • .^oro t'-. m the growth of pro ' luc t ive 
c n p i t - ' l . Gross output anc'' •>'IIUPVI' s t l y ' n the economie-i and 
drqrc of ' - f f i c i n c y in • ro ' luct iun funct ion of f n c t o r i e s 
prev>:le<^ ."urinq t'-e perio ' :3 un-.^er cons idera t io r ! . Rate of 
arov.'t'', in iii'^ Jf.t r i a l enployicnt has shown a incrca '> im t r e n d . 
I t i iuTc r.-d fron 2.4? percent during 1^65-71 t o 3.65 -f.ercent 
d u r i n - i n 7 ' - ' n . 
Vrov^. the ,ibove ohserv.^ti'^n, i t would be noteworthy to 
r c i l i s o th.it er iod 1960-6'5 has been a except iona l per iod in 
comp.irision to o ther sub -pe r iods . Growth r n t e s in every 
char ' c f . ' r i : ; t i c s fe . i tures in o r i inised i n d u s t r i a l ccct-.or r e g i s -
te red . hi ••;:>':;t inirk dnrincj 1< )^('0-6S in comparision to o ther 
f r r i c n . I t v;as th' ^n.net of ti;'^ n-'^ cond and t h i r d p l -n v;hich 
str-.- '-e"' n". i'^p'.rt s u b s t i t u t i o n .^'d growth in i n d u s t r i - l s e c t o r . 
I t i.-: I d L i b l c to ubsorve tli.it inp.'/rt s u b s t i t u t i o n po l icy 
pljye.* ; Vry ro le in cjruwth of industri."' '! s t r u c t u r e during 
l')6C- b. --r'-wth in o th r r su^ per iods corntiaratively l e s s th.in 
to K"'-n-65 '- s in'Ucatf^d th- ' t orocoss of i n d u s t r i a l i z o t i c n 
bus v:n('er'! :''^  ch'injes due to ch-ngc.' in tra''"'e and i n d ' j s t r i a l i r . a t ion 
o t l i r i o ' . ,L .'t . l ir-ati ' .n in in- 'us t ry and t r ade p o l i c i e s has 
nff^ r't'^'"' t l ' - ^rc'.;th in '^ ic^ tors in fac tory sf^ctors. '^^^^lire in 
r>ite .1 i'l; :i t suVvstitutior. jn Iri'U.m economy a f t e r I'^ G'". -'^ ay 
be ' ro!event c^use for sh' wing th.e r a t e of i n d u s t r i a l deve l -
;pr-'o: ' . 1' su ' ' c n t s t ' :at i'^ wrt ';ubstit 'Jtio'U incour'">gr->d the 
i n d u r i r l , ' ' ! x 'Wt'i u n i r r V ' l l ' m : ; 11; ' i i t i v - r . rr?<-,to''' Ky T^vp-rn'-nont 
t o a t t r n c t ^^--^dur-T cl .v ;3 "or 1. - 'on tnf.Hit in impor t ru . : ; ; t i t u t i n g 
a c t i v i t i c " .'nltle vVII 2) nhow.s t h e r- TiitU'"''? 
of t c r ' . in ic 'J '^.>-•'Tf i c : f'Htr l u r i n q t ho p e r i o d 1 9 6 0 - n i , c n p i t - i l 
ou tp ' i t r n t i o hns r c q i s t f r r " ' a nu^ 'S t ' -n t in l growth , i t increoGed 
' ' r o r '.:.46 ir. 1960 t o C.56 in 19rO-Bl . Hirjhest v a l u e of c a p i t a l 
o u t p u t r - t i . - A'-re in 1965 i . e . , 0 .74 nr,-^  in 1973-74 i . - . 0 . 6 4 . 
- \ f te r ])14 it, r . l i n h t l y d e c l i n e d •- 0 .57 ind s i n c e t h e n i t han 
\--^en rh'V-ir ! ^ i n c r e a s i n g ' ron '^ . The c n p i t n l v?-'ltje ?'''^ed r i t i o 
TISO i ; J i C ' ' t e l t he snrne t r e n d d u r i n g 1960-81 , i t i n c r e ' s e d 
frcr . 1. /•< ir: l^r-0 t o 2 .69 i i ; 1 9 ^ 1 . I t s u g g e s t s t h n t i n v e s t m e n t 
ir; f r t ry ;^ect( r '^ "?n rnh-incnd to j.ncour'i'":^ i n p o r t rul G t i t u t i o n 
e s - v r : • 1 1 y in "OTI;, <ri.'dun ^-'.J c-utpnt g rowth . I t hnn !-'=-f-ri 
o'-^ s T'-^ •" it ^ nt ' idy or; imp r t nu' s t i t u t i o n th.-.t ?n i r ic re ' ' 3e in 
ttv.^ <• • ' ' t i " ' -Hvist r n t i - ' i " n t t r i h u t n b l o to t h e cr'~'Ttion of 
3 
c-'pLt 1 stov^K for i"\v- r t su' s t i t ' i t i o n . rhnr< ' fore , capi t -Tl 
c u t , u*- r n t i " M.-in ^ •-en u':'-'d .K; i -ne s u r e of c a p i t a l s t o c k ffjr 
i " p ' r + "u: r ' I'„L:'. ; n It, tht^t n t u d y . hnp of t he i n t ( . r e s t i n g 
f e a t u r e ot f • : t o ry s e c t o r '.--/js t h e i r . c m s i n g capi t^"^! / lab- 'ur 
r - ^ l o . The C1,R increr -sed fror, .;F5. 4994.'3 i n 196C t o a s . 4 5 5 6 0 . 2 
ove r j H i i , i n ' i c " t i n g ^ ch.-'nue in ^ ' C t o r p r o p o r t i o n in i n d u s t r i a l 
3 . nh x.-it ^ v - , V. "To'.Hrds n Theor" - f I - p o r t S u b s t i t u t i o n 
::;^Th mge U - t e s and Lcon'^.dc Development" , Oxford U n i v e r s i t y 
i r r s . s , L;er. i 1982, p p . 15 -17 . 
85 
productian octivity. The •;-crc^ G inq trend in capital latour 
ratif ' .Tr; inrlicntod rcntlnnrjn'; f;< r'n^.ic;!' in c^ pit-il ir,tensity 
of In •'ustrinl. sector. It his also indicated the lov; r?;te of 
dbsvjrption of labour force in industrial sector. 
The trends in capital irstensity ol industrial sector 
h^ '' b' L'n o' served as a incident of import substituting led 
:rowth in • aiiufacturing sector, "iost of the import substituting 
industries re<:uired a high rate ut capital formation and were 
based on a 'vance:! technology. The capital and technology were 
considered as a stimulous of growth in the manufacturing sector 
in, iron iivl steel industry, rni'tal industries, petrolium and 
ppt I. .d iun; 'i 'duct:-., f ertil i/""'rs md cement and in heavy 
rngine'Ting sector. Ther^f' re, im;ort su'vstitution growth led 
4 
to inrr'-\ ':;e in c a p i t a l intr-n ' i i ty in manufacturing s e c t o r . 
VaKu"' .iriVdv/out put r i t i c ; shov;s a ^"eclining t rend s ince 
1960 t . n Vmi. I t in(Ucat^d the Hocl i r i im contr ibut i '>n -.<f 
i n d ' ; 3 t r t a l .'uti'Ut in . ' enerat incj inC'jme. The d e c l i n i n g t ren J 
in c a p i t a l output r a t i o a f t e r 1965 ind ica ted t h a t l i m i t s of 
i t ipor t s u b s t i t u t i o n has reached in 1965 and ther^aftf^-r i t s 
(^rovvth decl ined during f u r t h ' r e r i o d s . C a p i t a l / l a b o u r r a t i o 
re~! i s t ' r ed a re<:-j'!ar inc rease in '•'rowth r a t e s aft«^r 1965 in 
the per iods of 1965-71, 1971-76 an'^ 1976-81 r e s p e c t i v e l y . 
1. ^-^e, Vi.'y.i, . , A Study of Facte r I n t o ' s s i t i e s in In'' 'ian 
y-inuPacturing Sector with re fe rence to .Import S u b s t i t u t i o n , 
/v-tli ivi jnana, 19, 2 >,-anuary, 1977, pp. 77-91 . 
] \] G 
It is clear from the nbove observations that the technical 
coofficiciit "ind utput, v.il\',o ,rl-^ orl, capitol anrl employment 
'r=i5 ri-- -ir.tcrd '^ remor'knVTlc growth during 1960-65 in como.'irision 
to otlv r p'. riod in which thenc characteristics growth rate 
declined. It was the import suhr-titution spurt in industrial 
irowth. /kfu^ r a initial Gp:'tt in nolicy prer;cription, the 
import sxihrtitution itnell •''cclincd in comnarision to 1960-65, 
t'ors-by r":-''' ci'n'^  the industrial growth in later periods. 
A::Ai.YGI3 CF l:.!JU3TRIAI. GROAT:! HY I.IDUSTRY CF USE; 
The growth in V)road sectors of industries, i.e., by 
consur-.rr H)od:-, intermediate, ^^ --sic goods and capital qoo'"'', 
in intf*n''"i' to s-'ovj that a strur-tural shift in industrial 
• ro "net ; n has ta^ '^ n^ place during the last thirty years, i.e. 
r^or\ I"')!-' 1. Index cC inf^'ii-jtri '1 production by industry of 
use and their growth rates are given in table VII 4. The causes 
of industrial stagnation are alscj discussed in this section. 
It i;-. ..bserve^ '' from tahle 4 that consurer goods 
follov-;*^  ''Y iriterrrcd i'.te goods industries were lea-''!:;'] sector 
ar.d ] ti ^ 'istr ier> v.'ere leadina sector and ir,dustrial output 
c.^ ncentrat'^  •' in V)oth industries during fifties, '.-'eight of 
consurrer ocod iTJvdustries wan highest among all the three 
;roups v.t industries '"urinn First il^m but it br>come second 
d.irino loro according to th- official index number of industrial 
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pror'uc': icn. '<;pight of ons'^ iior q. ods was 32.61 percent, 
interrnr,''! nte qoodr. 35.04 nnri in cnpital qoods 10.9^ ? percent. 
De;:..ite of the gre.'t==r v;eights of consumer goods and 
interTiediate goods industries in total industrials output, 
it did not :ncide determined growth during the last thirty 
yenrs in 1951-81. 
Tl;ere has been remarkable grov/th in capital goods and 
' .Tic industries despite of their small v/cight in total 
industrial output during fifties which increased during 
sixtier- .ind seventies. 
The period 1950-60 \,;as the crucial period for basic 
and capita! rjoods ind',istrie~ during which its foundation stone 
v;.is er^ t Tid i shed, ouffiricni- infra structure v;a5 developed JLIAM^ 
b'irnt liar nfter •••hich the ''nhalanobis scheme for heovy 
industry v s implemented since second plan v/hich encoijraced 
thesis of import substitutin ( industrialization, in India. 
The rrsponsibility of rlevclo--ment of b.isic and capital goods 
industry wi'^  -rim r-^•[v assi jned to public sector. Glncr> th'^ n 
the riajor -, roiects in fields of basic me''"al non ferrus metal, 
fertilisers, m-^rhine tools, petro-chemicals, locomotives and 
cement in-'^ ustry h'^"'S ^ ern dr"cloping in vf-.lic sector 'nd v/ore 
initially est^ '. lished i^^ pn''-''ic sector ent^^rprises. 
][]?> 
'Ca.atal Qoods and intermpdiate goods recorded a signi-
ficnnt -ir 'wth l:"'tes '-'urir-; First I-dan ;:Griod i.e. 2n.l percent 
and 7.11 t orcont. '"iaslc gocdr; and consumer goods sector 
qrov/ at an ccnapound aiinual "growth rates of 4.95 percent and 
7.11 percent. The First Finn saw the establishment of major 
projects i-. field of h-^ sic goods, intermediate goods and in 
c.ipitrl gcodo in':ustries. The Sindri Fertilizer Fnctory, 
Chitt.iranj.^ n Locomotive Factory, Indian Telephone Industries, 
Intcor-l coac.i Factory Gable Factors and Pencilin Factory were 
est '^  1 islied during First llan. 
The irdus'rial rattrrn sourjht to he developed during 
the ". C'^'^.d . ] m '-as C' nceiv^d in t"rms of the priorities. 
It .-')\'is^  -.1, increased production of iron and steel an^ " of 
heavy •-•ngineering and machir^e building industries. Expansion 
of oa-.,icitv iii resiiect of other developm<^nt comiT'.odit'os and 
producer goods such as aluminiu'n, cement, chemical pulp, 
dye.' tui'f s r-;-: phosphatic f-.rtilisers an' of essential drxigs 
were given the* top priority. A big push in government ov.'ned 
h.eavy industry .^-ar ctmtemplated, r,articu"! arly in iron and 
steel .nd in T ichine tool product! )n. V/bilc increasing foreign 
exch-'n-e re uirer:cnts in th': short ru--, they were to cut dovm 
Irivlian i'~-'ort'i con;udcrably in the ] one; run. In the second 
plai; about .. ;(..cent 'f total public sector outlay ha'^  actually 
been .Si ent in this sector/ and increasec"' production s^'>em':-'d 
c-.jif 
imprcjisvp durinn Gcc-nd i ' :. In'-rj^rial pro-•''action increased 
at ' compound annua] irowth r-te of 6.08 percent, witli the 
"me: 1 index of inc'ustrial ^ro'^uction rising by 30 percent 
during 1956-50. The V'asic <iood;3 -ind intermediate cjoodc sector 
grew a?- i'rnu.'l '^rov;th rate of 11.9 and 4.42 percent during 
I'^ Bt")-' .'. The growth r.^ tes in capital goods and consumer goods 
has declined during 1956-6^' they were, 1.94 and 2.82 oercent. 
The •'"•clinc i'l capital goods industry was remarkable in second 
plan in corrparision to First Plan. It v.-as due to poor capacity 
utilisation in some of majoi industrial activity. For example, 
in both nitrcgenous and phosphatic fertilizers, actunl 
products''^ n Irvrl reached t^ th? end of the plan were one half 
of th-^  tar-iets. The three frrtili-er plants in the public 
sector v;<-re delnyrd by one or two years while f-o v;ere still 
in t' r.'ii;-t ruction stage. Crily oi.c-third (jf the plar.ned 
pro "i-ri it'ii cil c'c ,rnt ni-ichinrry v; i • achieve"' and none • ,^ the 
Rs. 4 rrurrz worth of paper :: K'hinery v;as manufactur'"••''. 
3i_giifica:t ih^ ps existed ITI t^'C sn.'inufacture of heavy costings, 
forgir , .^1 ;;miniur, newprint, raw films, , chemical pulps, 
sod>< .!sh, caustic soda, dycstuff and cement. Thus the short-
fall ( ccured in seme r.f th^ very capital goods inc'^ ustries upon 
whicii the vjhole strategy of the Second i Ian was V>sed. 
The basic goal of the third plan were very si-rilar to 
tiios'- r t'-'e second plan with self sustaining growth nnd 
sel f-;:'.;*'f iciei.cy, the dominar-t themes. ..hi''e somo shift to 
aoricul ture^  "T.<-! in+-pn^ed, tie basic strategy renainc^ the 
nrr.o, In'j'^.itrir"- Av.ri • iriic- -.C-.T- :< l i n ";,iven a l-'rnr> r.h-re in 
t o t a l f^evelo'^m^ct ou t l ay , . i*" ' l-.'^ avy i n l u n t r i e s rec-^ivinq the 
'.ighf'jt- yri r i t y . T''ere h?" "• f'-n r ,-ij^ i—v-i o '-^ro resr- in inr^ js t r in] 
^PVPI ' -yrrDt clurir.q Third 1-1'^ .r.. The qoncr-^l index of ir / '^untrial 
pro-^ucti'.n r ' -q i s tc rcd n anr.'j'.l -jrcwth r n t ' of 8.Q3 r e rcen t 
' .hich •..•T.'.: h i jlicot ir. compari5-. ion to e a r l i e r plan::, '^h^ ^ s i m i l a r 
t i e r . ' 1.5 o' jorvcd in ever'/ a u-^  (ji. in'1u,;tr Les i . . ' . ;jic 
'oo h', r - i p i t ' l -yjods, inter:u:di. 'rte qoods on;! conouT.er .joods 
scctv'i. ;"li' c/ipit !l q^O(.'s .Til ' :\zic qoods i n d u s t r i e s 'innu-^l 
:ro\.th r " t e was "ost i;npre.;sxve, i . e . 19.94 percen t and 9.87 
p e r c e n t , rii''' key r o l e in i n d u s t r i a l development ')rogra'^;re v;as 
for the p.. . c t u r . The aim was to nriakc the ecoriomy s r l f -
"us t i i i . InT ii! pc-'duccr qooth: .Ln''ustrios such "^ s s t e e l , rn'-.cViine 
^'uildir.q ct'", so t h i t the • ,mntun of ex te rna l a s s i s t a n c e needed 
could he c o u r t a i l e d to a very lov; l e v e l . I r o q r e s s of import 
sul-^stitution v;as remarkable durinq t h i r d p l an . In most of the 
i n d u s t r i e s l i m i t s of import s u b s t i t u t i o n reached during 1960-65. 
;iot.il. l e f a i l u r e during Third r lan occured in the 
product-ion if -^Mchine and s t r u c t u r li st'^ol f a b r i c a t i o n product ion 
la]<7r' behind th^- t a r g e t s ir. Third id-an, in f e r t i l i z e r s , 
Vasic m e t i s , d i e s a l engines, and in t r - c t o r p ro^ luc t lon . I t 
was mostly or; the p a r t of del-jy in completion of p r o j e c t s 
s t a r t e d during Third Plan. 
2o:^  
Desi)ite the overall under-achievcment of targets the 
Third i'lar. reflected the first stage of ri decade or ir.ore 
intersive development, leadi^^^ to a self-reliant and self-
^jeneriting economy. 
The Fourth Flan had as one of its objective, an annual 
growt'i rate of 8.10 percent of industrial output. In actual 
practice, the achieved rate of growth was oniy 3,9 percent 
per ,iniium. -.hile sh.ort fall occured in relation to plan target 
in iTioGt of the industries, progress was particularly slov; in 
regari"" to ronsurnor goods industries, the output of capital 
;oods and tf important intermediate goods such as coal, 
electricity, fettilizers, cement and .sluminium generally 
exhibited arising trend. xXcvertheless, in a number of industries 
inadeguatf • K"' :: ation, as well an the shortage of inputs 
sucli .IS electricity, coal and steel, affected the growth of 
production. 
The generil index oi; industrial [^ ro''uction decline 
duriri-i 19G6-70 in comparision to earlier period indicating 
stavgn-"tion in industrial srctor. Declined in capital goods 
ii.dustries \i~s remirkahlo. Its annual -rro'wth rate declined 
from 10.94 -.percent during IQfil-fiS to 1.5*^  ]-iercent during 
l'"'6(-7 . '-owth !:ad also declined in intermediate goods (3.84 
percent), 'MSIC goods (6.3-/1 pt?rcent) and consumer goods 
Industrie;! (3.93 percent) in com.parision to growth rates 
Tchicved during IQ'i^ G-f-S. 
^ u O 
F;;rthrr the annual qrowth in i n d u s t r i a l prod "ration f e l l 
.k'v.n to 4 .2" percent during 1^71-75 i'l comparision to 1966-70 
i . e . 4.7'! percent Gro'vth r a t e durin--' l ' n i - 7 5 had dec l ined 
in con;nincr '^ . ods, cjoods, intorrr.ediatr^ 'oods and ^'asic qoods 
in rou';,-arii^icn to 1966-70. (Jnly remarlcnble f e a t u r e d'.ring. 
1971-7'i ha-1 V-een irowth in c - r j i ta l r;oodr. s ec to r which grown 
consi ieral-l Y ^t a nnnual compound nrowth r a t e of 5.40 p e r c e n t . 
Proqra-^mes of i n d u s t r i a l developments in the F i f th Plan 
wcr'^ r r r u l . n e d keeping in view of the ol^jecrtlve of s e l f -
rcli-^nce cii.d growth, i'lan exrnphasized on rap id growth, of core 
sector.". i i '^Mstr ies by giving high p r i o r i t y to s t e e l , non 
forrou,'"- T''- '. '1, f e r t i l i i i o r s , r r inernls o i l , coal an"" rrachine 
^-u:''^!' ] . I t i l so i'mphasized tiie development of indur ; t r i es 
W'irli ';av" j o t e n t i a l for a rapit] d i v e r r i f i ca t ion and grov;th 
of o\p- r t " . 
I''ifth . I an cnvisa 'cd a t a r g e t grov^th of 8.1 p ' r c e n t 
m i - i ' u s t i i a l s e c t o r . The ac tua l growth r a t e was much 
l e s s than t a r g e t r a t e of crov;th i . e . 5.3 pe rcen t dur ing 
1-174-7P. 
i: "oral in'^ex of i n d u s t r i a l pro^'uction during 1976-80 
grow at the r a t e of !'.4n percent a-.nu 3l r a t e , which 'w.-is l e s s 
then f e r rowth r a t e d'lrinn 1^^7]-75. The b a s i c and c a p i t a l 
'•.••)o^''.r : ; ' ' s t r i es ir .dic ited, *" d ^ i " gn wth of product ion in 
< - • • • • • « 
><1 v/ ' i 
coTnp-r:sicn lo e f i r l ie r perio-^. Tbc growth r a t e s inc reased in 
cnse . f ronsum^-tion ond irite.-rmedidtc I n d u s t r i e s dur ing 
197r;-''C. 
T''o '• iln f.rctors rnniT.^nsible for t h i s slow growth of 
inc*-.'stridl ;*r'^duction were, lack of capac i ty in i n d u s t r i e s 
HVe, cc:.'.'.,:)t, 'uVH-.r, f e r t i l i z e r , shor tage of power, t r a n s p o r t 
feu l , nn^ r i s i n g aver.ige cost oC i^roduction in monufncturing 
s e c t o r . From the n'^ove discn-si '>n t h e r e f o r e , i t i s c l e a r t h a t 
rn j i i t a l ooodr iii'"'Mstries ar'"'' '•^asic goodn i n d u s t r i e s made rap id 
s t r i d e s in i i . d u s t r i a l expani;ion in comparision to i n t e rmed ia t e 
a:v^ ,^1 . i t i l .'oods Industrie?^. Cap i t a l noods and •'')asic goods 
indwitri '>s -r^w b-; the 1220 percent and 530 percen t res [ i cc t ive ly 
dur.j..-' tlif ;er i . )d 1051-30. In te rmedia te goods expanded 
I'V - '•' '•' rc'.Ti- and cnsumer goods by 20'1 p e r c e n t . Therefore , 
i t 'w'v'vild ' r- n a t u r a l l y to runclude t hd t the major ^^reak 
tlirough in cconc-.mic pol icy '"''uri ng 1'~'56 v;hich enr/iasized 
t!:e import su^-s t i tu t ion p l i c y in dovelcpment of nanufac tur -
inq i u ' i u s t r i e s have brought s t r u c t u r a l change ir. manufac-
t u r i n g s e c t o r . 
2 u : 
GROV;TH I:: I: '^/^OTRIAI. I:<O:JI;UTII:I: n; 'i"iz r / o D I G I T i,.i:^ ':^ L o? 
.7:r^TrknMc rrovvth h-Tr' ' er-n '-bservori in I n d i v i ' l u a l 
in.-'v.stry Tt-u-j (-ror . AJI 20 ';•- 39) over t he p e r i o d 1 9 5 1 - 8 1 . 
rro-ir^'^jsivp cfrowth r a t e s h;=?r •••een observer] i n a l l i n d u s t r y 
q r - . b ' , ;.)artj c u l a r l y rluriftg l - : G - 6 ' : , v.'hich vas t h e c n i c i a l 
p e r i o c ' for i m l u s t r i a l deve lo ; ;;icnt in I n ^ i a . I n d u s t r i a l qrowth 
i p d i c a t e d r t i q n - i t i o n a f t e r l'^i66, which p r evd i iLA t i l l t h e 
te rTi innl y e i r 19B1. I t even i n d i c a t e d ' emmer iz ing g r o w t h ' 
d- i r ino e i g h t i e s d e s p i t e tech: ' . log icc / l r e v o l u t i o n i n I n d i a n 
i : ^ustrii.^'^'. d u r i n g e i g l i t i e s . T'le major c a u s e s f o r s t a g n a t i o n 
i n i n ^ i u t r i a l a r c ' t h may be , pc^or c a p a c i t y u t i l i s a t i o n , low 
r . ' t . ' ci c";: Ti t . ' j f r e a t i p n , i n : r n - s t r i i c t u r e h o t t l c b o c l , s, 
i n c r c ' s i n - ' av f r^ • • c o s t of ,>T-xJucL Lon and woor i n d u s t r i a l 
5 
r - ' . ' . t i o n 11; r.^nu< iCtur inq s e c t o r s , Growth of i n d u s t r i e s 
durin'-- 1951-^1 i s sunTTiarir.ed \\ehA~, Th" index of p r o d u c t i o n 
>^ y nr.'>u-^ of i n d u s t r i r n t h e i r -.rowth r a t e s and produc*^ ion 
i n s e l ec t ed , i- ' /^xistrie:-, an''! I ' - ' i r v?eiqhtr in index of 
p ro r 'uc t iu r ; i r ^liven in t a b ' o VII 5 , 6 , 7 and 8, r e s p e c t i v e l y . 
S. I-',;GCI, ' .ui l;sh.'..:) in Impor' G';^^stituti ' ' 'n, ' F e d e r a t i o n ;;Ouse, 
. ew ' ' ! !• : , 1''-' ?., p p . 32 -37 , 
1. i-\ c D :.A- T F A C T " K : : C : 
Devrlti •mf'til.i i . foo-'' 'lai f 'ct nri'>q in^'lustrioT, h-T- hi^ 'on 
fjivpn wciqht y siticc the ci..^  ":'inc'^ 'iTit of the Fir'^t i ' nrj. Most 
of the industries in t!iis qrouD nrc ngricul tural bas'^d indus-
tries an-^ therefore r'ependcc '^ n -erforrn^-ince of ^qricul tural 
pr-^ •'net i-'v.. .\7ric'itur" ;;r^ '"':icti')i; II.J.S increased rn_,i'ly 
Irrir-" l''irr,t . ' .^ n >y 'chirvi-'' ; r'>''ucti'-n nore than t' o target 
ir>: i-jcticr., ~ articu!arly in f'jo'"'qr-'.i ns, oil seeds, sugarcane 
cctt-\'. and ;'uto crops. This 'rend '. elped in removing food 
saorta '.-r ai.d tlier-frro f',')-"' Lndu;:'i-r ios grew at annual rat*^ 
o: 4.-' 'er'-i-^ ': . V verse picture '.f First i 1 an appeared during 
"! cond pi It :• aqrJculture S'Ct.';r. Despite of decline in 
'••riculture production the food •" nufacturing production grov/n 
.it Xhc iiiiiu.il rat^- o! [3.1 ,. tC'rit ''urire tV.e secor,d [dan 'which 
v.',':- •'U' t • • "itiii ',T1 ri; ai" i ' • I'v ',•"•'' i'. ? ood indust r ie:; 
dt;r ' 1 ;-ir(<:.d ;'lar;. T^  '^  ach i ( ve'^'-'^n t of :•.' ] f-suf f iciency in 
' ;c A' ' t li':'. n' Li''r'. ;'0('' r^  'iK^ 'i ..t, t:r. ' ^-ct thi^ r C';M i r''•"••nts 
..'1 ir'''u;tr' ' -^  Li dc w^r' r' - r; !. •; ;(iL ' • s one (jf ty.*' five 
1 .-[^-^ ,'-''' -rti" f t'> thir''' ••l."';, Du"^ t tie v;ar and drought 
con";'.!')'. Li 10r>^ '- •', the -^ T "-f^d .^f ov;* ' '""•to v/ar n.' •''"'.i'.'ved, 
Ii ' '•' idv r. • (' ct ; f':-; -•- 'luf- (-turi-; ; industrj' ' :c*. 
rec^.rdi ' ,• T '.'t^  jf 2.;--6 p-r-: rjL, •'•s ' <•" th-n the pro'./th 
rate" -;,•. cr.-.'-i risl-n to fifti's. 
pi I . .. i; III : (<i itKirri f l id ur J ri'i i n c u r t i if ;. i i c r e a s e d 
Qt a innua l la t .e of 4o3 p r i c( i:t du i i ru 1966-72 whu'ch was 
n^o: e •  lu;r. i t ' c e a r l y p e r i o d l9Ll -66o The- b e t t e r p e r f o r m a n c e 
c o u l o bo r.vin i n c a s o of sut^ar, c o f f e e t e a and i n v e g e t a b l e 
o i l i i . du r t r i e s o One of t h e rrajor deve lopment dur inr ; t h i s 
perit;^: w,ir t h e - i n t r o d u c t i o n of modern machines h igh y i e l d i n g 
v a r i e t y s eeds and i n p u t s l i k e f e r t i l i z e r s i n b i g way i n 
a g r i c u l t u r e s e c t o r which ha:~. r e s u l t e d i n h i g h y i e l d s of food« 
ax.iin;- nrc>duction and o i l s< rds i n I n d i a , 
Pel led 1972-76 mar'kfc a c J e c l i n c i n a n n u a l grov/th r a t e 
v.'h:cli was 2 ,5 per c e n t p e r annum which a g a i n I n c r e a s e d d u r i n g 
F i f t h Pl-i'' t o 4,^- p e r cent f-er annum nrowth i n food m a n u f a c t u r i n g 
inaurt,rit:L-o one of t h e f e i i t u r e s of t h j s s e c t o r was low qrov/th 
T it e (^ f v t c i e t . i b l e oj 1 p r o d u c t i o n i n t h i s r;roup of i n d u s t r y . 
It h ;; I'ei n (^br.cived t h a t d i ' t ^ i t f of (u-.r) p roq ie . ' : ; v.iclr by 
t h i s ;-.ect'. i^ i t c'uulci not h'Tidur (i,_ip l>iiv/ en r i s i n c j cJem.jnd 
t c i such r r roduc t i en and i t s 'a^ . M l i e s . ] t i s t h t f a c t t b ' t 
inecimx' e l i . - t i r i t y for food TOdurts i s i n c r e a s i n g y e ^ r tfj y e a r . 
§ h a r c of i m p o r t s i n t o t a l sui.plif>_^ has i n c r e a s e d r a p i d l y d u r i n g 
1980-81 p a r t i c u l a r l y i n v e g e t a b l e o i l p roduc tSo E f f o r t s s h o u l d 
b e m.-ide to i n c r e a s e t h e a g r i c u l t u r a l p rod ' - ' c t ion of o i l s e e d s 
i n Int'i.'i to save the i o r c i q n t^xch incie j n c u r i e d on it.:: importSo 
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2 , TEXTILES MANIJ FACTURIMG ! 
Thp t o x t j l r s induEtr^ ' i n mmy ways s t a r t e d t h o j j r o c e s s 
0,1 inc iu : ' l r i , i ] i 7.0lion In indJno Thouc7h I t i s n^i tuxal t h a t o v e r 
t h o y t ' i r r , our i r d U G t r i a l b a s e has d i v e r s i f i e d WJiS; t h e t e x t i l e 
i n d u s t r y cont inur - t o occupy a p rominen t p o s i t i o n . In our i n d e x 
of i n d u s t r i a l p r o d u c t i o n , the.V>/eightace of t e x t i l e p r o d u c t s 
i s a:"' h jch as 17.34 p e r c e n t . I t i s p roduced i n three- B c c t o r s ^ 
i . e . h^nd loomS/ powerloorris i n d e c e n t r a l i s e d s e c t o r and t h e 
o r g a n i s e d r r i l l s i n l a r g e s c a l e s e c t o r o I t has been g i v e n p r i o -
r i t y ove r t h e p l a n p e r i o d s due t o i n c r e a s i n g demand of c lo th ingcutL 
I n c r e - i s i n q p o p u l n t i o n o 
S i x t h Plan have been p r o j e c t e d w i t h a n t i c i p a t r d growth 
oi d t r a n d of. c l o t h a t t h e r a t e of 5 per c e n t p e r annum, Grov/th 
r a t e s of t e x t i l e p r o d u c t i o n d u r i n u the l a s t 25 yca r i . from 1956-
81 w( : e anevcn t h e i n d u s t r y has n o t been a b l e t o mainl a i n i t s 
p r o d u e t i o n l e v e l of c l o t h o ''hi- p r o l o n g e d s t a g n a t i o n in t h e 
outpu+ of t h e s e c t o r c l e a r l y shov/s t h ^ t t h e p rob lems a r c much 
tir< pel .ir; i nu rh o l d e r t h a n the p; ( s* nt c r i s i s which g o t f u r t h e r 
df t ei ioi . : ' . i(.:n due t o poor Indus t J i a l - r e l a t i o n i n the i ne lu s t ry 
i n Borrb.iy r r t i ion , . The p r e c o n d i t i o n s f o r t h e g rowth and e x p a n -
s i o n of tli( i n d u s t r y a l r e a d y e x l s t o To i n c o u r o g e m o d e r n i s a t i o n , , 
t h e r e h.ir been s u b s t . i n t i a l l l b e r l i s a t i o n of Impor t s by p u t t i n g 
the e n t i r f s p i n n i n g l a n g c ur;dcr open g e n e r a l l i c e n s e . 
^ V/ «-i 
(irowlh of t e x t i l e indunt j-y ex per i(-need c t a g n r i t i o n d u r i n g 
S( vcn t i f ;; c'ue t o whicb t h e p r o d u c t i o n c o u l d n o t c a t c h up t h e 
qrciwirg deiP.:ndo The impor t r equj i emc-ntn has increar;f<3 d u r i n g 
sevfnlje. '^ which s e t back t h e irrrfjort s u b r . t l t u t l o n i n t.h:i n 
I n d u s t r y , , 
D e s p i t e of s t a g n a t i o n , t h e f a b r i c s ^ p a r t i c u l a r l y Rayon-
s t a p l ' -(jbic and Rayonviscor. y a m a t t a i n e d a good t r e n d i n 
p r o d u c t i o n o There i s need t o i n c o u r a g e m o d e r n i s a t i o n and expan -
s i o n of the I n d l a e n o u s s t a p l e f i b r e and y a r n i n d u s t r y t o a c h i e v e 
hundred per c e n t Impo i t s u b s t i t u t i o n i n t h i s i n d u s t r y . 
There has been wide d i v e r s i f i c a t i o n i n man made f i b r e s 
I n d u s t r y . The new a r e a s of Impor t s u b s t i t u t i o n d u r i n g t h e 
s e v r r i l c ' - . '^:('ic, . i c c t a t e stnJDle f i b i e r . , Nylorie f i l a m ' n t ya rn^ 
p e l y s t e r s t r i p l e f i b r e , Nylone s t a p l e f i b r e . A c r y l i c f i b r e s , . 
p o l y p : o p y ] o n e , f i b r e e t c , 
3» PAPER ^NI PAPKR PRODUCTS; 
P.ifx'r and p a p e r p r o d u c t s i n d u s t r y i s much o l d i n d u s t r y 
of Indlao .N'-^Sprint m a n u f a c t u r i n g i n I n d i a s t a r t e d i n I n d i a 
w i t h xhc e s t i b l i s h m e n t of Nat ion , i l Newspr in t and p a p e r m i l l 
d u r i n g F i i s t P l a n , The p r o d u c t i o n of p a p e r and p a p e r p r o d u c t i o n 
i n c r e a s e d a t a hi(7h r a t e d u r i n g F i r s t rind Second p l a n ioeo 8o5 
ir.d l-.o7 :)er c e n t pe i yea ro I t d e c l i n e d d u r i n g s i x t i e s .ind 
moT e inn n-cae s e i i o u s l y d u r i n g S ( V ( n t i c s „ I t c rea t f ' d a c u t e 
sh i . i t M-e 111 ^vipei and newspj i n t ( .ur ine : ; r v e n t i e s due t o v/hlch 
I t r . itiDort rec]ui T (mc'nt har: i n c r e a r . r d , j t was due t o poor 
2.0 
u t i l i s a t i o n of capac i ty by t h j s industryo I t r e s u l t e d in 
nega t ive irrport s u b s t i t u t i o n curi mi seven t ies» Irrport s u b s t i -
tut lc:n produced about 3o28 [>ei cr-nt of output grov/th i n t h i s 
indus t ry during 1960-81, Iinport content i s s t i l l hir:h i n t h i s 
industr^'-Q India has t o import l a r a e q u a n t i t i e s of paper and 
newspi in t , anc; wood pulp fox t h e i r manufactureo 
The df-rriond for paper and paper board i s p ro j ec t ed t o 
Inc rea se trorr l o l mi l l i on tonnes in 1979-80 t o lo54 m i l l i o n 
t cn r e s in 1984-85o The S ix th plan envisages an i n c r e a s e in 
capaci ty to 2oC5 mi l l i on tonnes and produc t ion to 1.5 m i l l i o n 
tonne: to meet t h i s increased demand^Consumption of newsprint 
arrou"teci •• o 0o?6 mi l l ion tonnes which was large-ly met by 
i rnports . The cost of ipiports of newsprint which amounted t o 
R;:. 0.53 r-roies in 1950-51 h.id increased t o too 30o3b c ro res 
by 19 78-7^^0 
Thf-- non a v a i l a b i l i t y of convent ional raw m a t e r i a l ov/ing 
t o l imi ted f o r e s t resources of the country for the p roduc t ion 
Q-^ pa j e r .-md newsprint p laces a s e r i o u s c o n s t r a i n t s on produc-
t i 'n. Despi te of these c o n s t r a i n t s , palmer and paper prociucts 
increr-ised i t the annual compound grov/th r a t e of S pe r cent 
during 1951-81, which waB a good p rogress in conpa r i s i cn to 
o the r s e c t o r s of i r d u s t r i e s o -
2! l 
Du'- ic> itr^ i n c i f - t r i n e Homdrri, i t v/ould br n r c c f u l t o 
c r e a t e a d d i t i o n a l c a p a c i t y md t o r r a i n t a i n c e n t p e r c e n t c a p a -
c i t y u t i l i r n t i o n o I t would V^ r a r rc iminqful s t e p t o i n c r e a s e 
i t s i '^dincnous s u p p l i e s , t h e r e b y r e d u c i n q i r r p o r t s , i m p o r t s , 
Fhoulc' be l i b e r a l i s e d t o m a i n t a i n t h e i c g u l a r s u p p l y of raw 
m a t e r i a l .inc e s s e n t i a l machinery f o r e x p a n s i o n and m o d e r n i s a -
t i o n of t h i s i n d u s t r y o 
4 , RU'^ CER AM) nuniiER PROD^'CTS; 
Rubi-ri and rubbe r pj c d u c t s a r e t h e key i n t e r m e d i a t e 
p r o d u c t s f o r c a p i t a l noods indiis t r i e s p a r t i c u l a r l y i n t r a n s p o r t 
i n d u r l r i ( ;•, The main p r o d u c t s i n t h i s s e c t o r a r e t y i e and t u b e s . 
Au-tomcbile l y r e and t u b e i r c r ea sex j a t t h e r a t e of 8 p e r c e n t 
anci 7 .6 p e r c e n t p e r annum nur inq 1951-81o I t s growth r a t e s 
v;ere i m p r e s s i v e d u r i n g f i f L a c s and s i x t i e s , b u t i t d e c l i n e d 
r a p i d l y ' u r i n q s e v e n t i e s . This t r e n d was r e s p o n s i b l e f o r i t s 
incrc- ' .sed i r p o i t r equ i i emc^nt a f t e r I96b t i l l 1 9 8 1 . I t showed 
a ntxMtivi- i trpc r t suhis t i t i : t J on dur ini j scventie;D„ M.itarol p r o -
ductic^n ot iubl)er shou ld be civc n a d e q u a t e a t t e n t i o n and 
> ;dd i t iona] r a p a c i t i e s shoulel be create-d l o r i t s p r c c e s s i n g 
inc^ maniif ict ur i nq t o fas j t e r i t s indigeriems s u p p l i e s i n ''^utureo 
/ 
5o CHK:'.:CM. V::) cn^it-ccxL PRCDUCTLI: 
Cheric^l and chemical products are the key intermediate 
products x.rcc in both indus t r ia l and agr icu l ture sectcro The 
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inc r ras in ; ; derand ot cheirica 1; , i c r t i l i z e r s and i n s e c t i c i d e ^ 
in a q r i r u l t u r r , of dyes, a l k o l i s and o the r chep jca l s by 
va r i cus i n d u s t r i e s , and the incre. ice in demnnd for p a i n t s , 
varnishes , p l a s t i c s and rran-m.ade f i b r e s , soap, phar i racuf t i ca l s 
e tc . on t.he p a r t of consumcis, has led t o a rap id i n c r e a s e in 
t h e cerr.ard for ba s i c cherrde-ISo There ha;, been rem., rkab le grov/th 
i n s p i t e ot the s c a r c i t y of indigenous raw m a t e r i a l (fox -example, 
su l ; ' lu r v;hii--h i s not a v a i l a b l e domest ica l ly and thc ' re foro , 
ir\^o,rt.ed) the clitmical and ,;etro-chemi ca l I n d u s t r i e s have 
mown f i J r l y lapJdly durinq the l a - t thr'-'i-" decadeso 
The index numl)ei of output of chemicals and chemicals 
pi.'H"<'t- . / i lh base 1970=10C rose I xom IH to 49o72 in 1961, 
to ITH it l-n\ and to l-86o6 in 1978-79 then decljnc-d to l84o5 
jn 1979-i'h, liut the r:i te of grer.'th wan not, uniform dur ing 
19 '1 -Hl , It OyujjT a t a proc-r »ssiv( annual r a t e of 6o5 per Cf nt 
and l lo5 i^er c( nt during F i r s t and Second plan a f t e r which i t 
dec l jne r ^ ^o ^^^ x ^ n t duxJng Third piano I t anain rosf to 
^ ; er c rii dur j in l9 t t ) -78, if ter which, i t decl ined t o 'I o 3 per 
cent d.jrin-: 1972-76 and 5o3 per cent during 1976-81, on t h e 
o the r hrin:! i t s ' , 'eight in manufaclurinq indus t ry i nc reased from 
3»:-H -e- c'^ -nt in 1966. to 7o26 p^vr cent in 1960 one 10o9 per 
cf-nt !.r\ 1970o I t i n d i c a t e d i f a i i l i s e in chemical products 
which air . ) i n d i c a t e s i t s pitjgres.s in impoxt s u b s t i t u t i o n v/hich 
h . • b' n ' ne of 1 he ol^j ect J N'-f-^  sin'"''- 19i)6 -nd r r m i i r r d as a 
lA'.i/'f '.1 •» om ce al ' i.)C,\t ic-n in ' i . irrlur.txyo 
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The Mr ivy Chemical, such as s u l p n u r i c ac id , soda ash,, 
c a u r l i c roda, jDleaching powder, recorded a high gro./th r a t e s 
durinn l^Si-Rlp T^ '^ ey achieved roirnjond annual gro.vth in p r o -
duction o^ 10.^ per cen t , 13,7 per e r n t , 8o7 per cent and 
7.8 pfT C( nl lespccLively during 1951-81o But t h e i r import 
content ir- r . t i l l high in t o t a l supij i ies due t o i t s i nc rea s ing 
demand. These heavy chemic-als can be produced on a l a r g e s c a l e 
at a l e l r i t i v e l y lov/ c o s t . Therefore, a d d i t i o n a l capac i ty should 
be cie. i ted in thcS-C s e c t o r s and maximum capaci ty u t i l i z a t i o n 
rlK)u''n br- insured, by expan:Jon and moclernisatlon of p lan tso 
import s u b s t i t u t i o n has pushed domestic p roduc t ion of 
c a u s l j c ;;oda, soda ash and sodium compound in b ig v/ay„ The 
irri'ort o\ thes.eproduct has decl ined ruj ' idly during 1951-76o 
The in'porL;; which were Rs. 1 0 , 1 , foo 6 , 5 , Rso 30o6 m i l l i o n during 
19^0-'- 1 c* Ih.esc th i eo heavy chemicals has come to n e g l i g i b l e 
durir^.; l ' '7b-76, thereby achicvinr) s e l l - s u f f i c i e n c y in the r:e 
chomi-:ilSo Production of Ciust.ic soda and soda rish ?i is i n c r e s -
ol firom 2^ -tHounand t-onnc ••.r\<l 'IS ihous .no tonne in 195(;-51 
to 571 1 iu)u: ind toniio md '^ '-H 1 hou. jpd l(ynne in 1'^ 81 „ I'he 
f . i i l u r e t " Tichi'-ve the l eve l t-f" outiiu.. In id down undf^r the 
Fl! t l i pLin ic : 'u l tcd in a ' u ' l h ' j - i n c r e i s o in t h e imj.orts of 
cht^mical e lonents and conpc'.mas, /hich amounted to PSo 226o3 
crore-- in 1978-79 0 In order to reduce t h i s i n c r e a s i n g p r e s s u r e 
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on 1 ht Country 'r scdrcf forfJ'Ti exch-m'T- rc5:ourcer., n r t a t e r 
u.'-c ot py r i t f n .-md by products smel ter gases should be rrade 
in t h' pxt.^  u r t ic n ot . ':ulphuric acid should be made in the 
produr" ic^n of su lphur i c acic', -nd t h e pace c£ develo7;ment 
of th( chfr^icil j ndu r i i y shouln b' a c c e l e r a t e d by thf- expan-
s ion c* jps t i lUx: : capaf^ity a'd it.; fu. l^r u t i l i s a t i o n o 
F e r t i l i z e r I ndus t ry ; CT)e of t h e major indus t ry under 
chemlc. 1 and chemical producls i s + e r t i i i z e r indus t ryo I t 
nie.v v ly ^apidly during the l-jst t h i r t y y e a r s . In 1931 t h e r e 
were c;ver 69 f a c t o r i e s in opc^ration as aga ins t 9 jn 1950o 
Re: jd<:- i t , j^est icide:; ind\is1ry a l so grown r ap id ly in o rder 
t o hi ncj green l e v a l u a t i o n in agr icu j tu rc sectoro 
"\\f' f.m hi; . is Was givi n t c envelop the IndiQfnous produc-
t i o n ot both the i e r t i l i z e r s i . e . nltrogf nous f e r t i l i z e r and 
phcs phot ic : ei t l ^ i z e i So 
Lxjrrt'Stic product ion o' nitr...gtnour. f e r t i l i z e r has Inc re i s ed 
from 9;: Uou: ind tonnc-s in l'J60-6I to 2164 thousand tonnes in 
1980-81, the imports has gio-vn fr. m 399 thousand tonr.es in 
1960-61 to IblO thousand toni.es in 1980-81o Domestic product ion 
as a s.hiic of tot-al supp l ies increased from 19o7 per cen t in 
1960-61, t( ^3.5 p ' r c(^nt in J97C-71 to 59 per cent in 1980-81, 
I t was a r< rr>trkah;le p ron r f s s achieved in indigenous p r o r u c t i o n 
2^:1 
Of nit roor-neous f f r t i l i z e r s . imports as a share of t o t a l 
sunpl-ion t:rcllnp(i tron- 80,3 prr cent in 196C-51 t o 36.5 
pel c< nt :970-7i- t o 41 per cent in 1980-81, On a average 
40 per cent qrcwth of output of f e r t i l i z e r p roduc t ion was 
achieved by im])ort subs t i tu-^  ion in t h i s i n d u s t r y . Consumption 
of nJlrcnenovis f c j t i l i z e r ineie.ir.eci from 210 thou: .jnd tonnen 
jn I'H.l to 3678 l h o u ; ' n d tonnes in 1981o 
As for as phasphdt ic f e r t i l i s e r i s concerned i t produced 
huid i fd per r en t suppl ies by indigenous source during 1960-61, 
I t s product ion has increased from 52 thousand tonnes in 1960-
61 t o 841 thousand tonnes during 1980-81. I t s consumption has 
increased frcm 53 thousand tonnes in 1960-61 t o 1214 thousand 
tonnes durinq 19^,I„ Therefore , i t s imports requirements has 
inc rc ised from 32 thousand tonnes in 1970-71 t o 452 thousand 
tonne;-, jn 19d0-81o I t was 12o3 per cent and 35 per cent r e s p e c -
t i v e l y of t o t a l supp l i e s during 1970-71 and 1980-81o Production 
of l^O^  i s s j c ' e r t i l i s e r i s not s t a r t e d in country and it/^ i s 
t o i . i l l y j'^";)ortrd fron' o the r cc;uritrieSo 
Sixth plan has proposed to s.et s i x new u n i t s on gas 
based to inc rease the indjgenou.'; supp l i e s of f e r t i l i z e r s in 
Indiao The ni t rogenous f e r t i l i z e r s p l a n t s in t h e country a r e 
base(* on viin'^y' of feed s tocks such as n a t u r a l g a s , neptha, 
fuel o i l ^ coal and coaV fToductbo The gas based produc t ion 
p r o c r r r should be p r e f e r r e d because of a v a i l a b i l i t y of n a t u r a l 
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gar i n d i u t nour ]y i n -t.\a^ coun t ry o 
B e s i d e s , abovr rprntioiT-d m'ljor c h o m i c a l s , t h e p r o d u c t i o n 
c+ o t h e r c h t r i r a l r r.\i<-\i t h i t , d ruqs and p h i r m d c e u t i c a l s ^ and 
p e t rochf m i c a l s rro::t oi: v/hj rh w r r r i m p o r t e d b e f o r e i n d e p e n d e n c e 
were rranuifacture i n d i g e n o u s 1/ i n d o m e s t i c market^ Import 
subr - t i tu l . ion began i n t h e s e p rod ' i c t d u r i n g f i f t i e s and i t 
expanded i n s i x t i e s due t o i n t e r a n c e of p u b l i c s e c t o r such 
t h a t IDPL i n f i e l d ol m e d i c i n e s and un ion c - r b i d e Ltd> N a t u r a l 
o r c d n l c chemica l L t d . , I n d i a n p e t r o c h e m i c a l s L t d , i n f i e l d of 
p e t r o c h e m i c a l s i n d u s t r i e s „ They r e p l a c e d bu lk of i m p o r t s by 
p r o d u c i n c I n d i g e n o u s l y o 
6 . FANJFAC-.T' r<E OF PRC'. UCT Ob' p::TULLIEUM £. COAL; 
p c t j o l i u m p r o d u c t und co tl a r e th( k e y ' i n p u t s f a r most 
of "^  he m inut act uiii ng >2Ctivlticr> rind e x t e n t of c a p a c i t y u t i l i s a i 
t i o n dCt'ends on t h e cujjplic-:; oi t h e s e pru'.Jucto The i r w e i g h t s 
i n t o t a l manufac tu r ing o u t p u t vo^'^uU.o52 p e r c e n t i n 1970 which 
war It 'sr, t h e n i n comj ) i r i s ion t o i t s w e i g h t s i n 1956, which 
was >ibout 3o79 per cen to "it.-' g ro ' / t h ra te- has d e c l i n e d a f t e r 
t h i r d p lar . c o n t i n e o u s l y t i l l l981o i t had a d v e r s e e f f e c t s on 
s e v e r a l r inuf lecturing indus t r i e^s i n which d e t e r i o r a t i o n i n 
c a ; ' i r i t y u t i l i s T l i o n had bee'om(> j ' g u l ir f e a t u r e a f t e r T h i r d 
piano 
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Prcvjuc'tion of coal has i n c r e a s e d from 32o3 m i l l i o n 
tonnr ; ' tc* i l 9 „ u m i l l i o n turinec r\:: ina 1 9 5 1 - 8 1 , a t t h e r a t e 
of 4 .4 p r r c e n t p e r annum. I t s p r o d u c t i o n logged b e h i n d i t s 
i n c r r , i 5 u r n demand as a major i n p u t by v a r i o u s i n d u s t r i e s . 
Prc^cv.ct j on of con l rViould b e i n c r e o s e d t o m a i n t a i n r e g u l a r 
ru; l i l i e s t o redu'^e c u n s t m j n t : ; in i n d u £ ; t r i a l p r o d u c t i o n o 
Mjninn s t r a t e r j y shou ld be ruch t o m o d e r n i z e t h e e x i s t i n g mines 
by eouipi 'dno i t w i t h l a t e s t machines ©H one hand and by i n s u -
l ins; l i P i l t h y l abour r e l a t i o n s in mining i n d u s t r y on t h e o t h e r 
h i n d . P e i r o l i u m i n d u s t r y h<is i n d i c a t e d good p r o g r e s s i n r e c e n t 
tirr< -•, ar I t s r e f i n e r y c a p . c i t y i nc r e - i s ed a t a s i g n i f i c c d n t 
!.,!( , lv> ' j i u i y r i p . i o i i y cjf t : iu ' ic ui 1 \)^ii. I n c r c u s e c irom l ' ' ' ,4 
m i l l i 'n • or.nes t o 35„2 m i l l i o n t o n n e s d u r i n g 1971-85 a t t h e 
anni' 11 ('o^ r^^ t)UI^ u r a t e of 4o7 p(.'i c e n t pe r .innumo 
Ciucie p r o d u c t i o n of p o t r o l i u m i n c r e a s e d a t compound 
ani'U.il n.rowth r a t e of 4o4 p(-r - en t p e i annumo The i r ' p o r t of 
c r u d e p i t r o l i u m has d e c l i n e ' i by 'loG p e r c e n t p e r anr.um - lar ing 
1971-^-b v/nii'h rhcjws ..i s i g n i f i c a n t i \tv oi i m p o r t s u b s t i t u t i o n 
due t o d i ; , cov r ry of n* w o i l fi^ 1:': i n o f f s h o r e a r e a . I m p o r t / 
a v i i l i b i l i t y r a t i o has d e c l i n e d ' rom, 63„3 p e r c e n t i n 1970-71 
t o 32„7 p. r ci nt i n 1984-85., The dome:: t ic p r o d u c t i o n / a v a i l a b i l i t y 
r a t i o ha; i ncn ' i - ^ed from 3f>.7 p'^ 'i' c e n t d u r i n q 1970-71 t o 6 7 . 3 
p e r c e n t eiu: i m l ' J84 -85 . 
6 . Phf f i i '1 winn f i g u r e s nr^ co 'nr ' ' tod from Economic Survey 
l n ' 3 - ' t i . • i' l.'^try o£ F i r ^ M i c , 'overnment of I n d i n , T^Me 
1.20, f;^M. 
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The p p t r o l i u m p r o d u c t s such t h u t N'jphtci, K e r o s e n e , 
HJnl'. s}irt d Di t 'Sa l , and Fuel o i l s a l s o r t - q i c t e r c d a s i g n i f i c a n t 
g r o . ' l h ovei thie p-. r i o d 197^-PSo I t s o roc juc t ion I n c r e a s e d a t 
t h e l a i ' of 4o8 per c e n t p(. r annum d u r i n g l971-85o But t h e i r 
irrportr , i c n l ; t e r e d rcmi rKatjlo growth d u r i n g 1971-85 oue t o 
t h e i r j r i r r c a r i n g dem md as rrajoi i n p u t s i n v a r i o u s i n d u s t r i e d o 
Impor ts i n c r e a s e d a t t h e l a t e of 14 ,4 p e r c e n t p e r annum 
d u r i r n 1 9 7 1 - 8 5 , 
( j 1 >ind n a t u r a l gas commission i s t h e g o v e r n i n g body 
I c r + ho (ipvclopmf^nts i n p p t r o l i u m i n d u s t r y o T o t a l i n i t i a l 
r e c o v e i iblr- c rude 611 r e s o u r c e s a r e c u r r e n t l y e s t i m a t e d a t 
7> "^  r^il jun t o n r e s of crude and 477 m i l l i o n t o n n e s of gas i n 
t e r m s c o i l r a u i v a l e n t . E x p l o r a t o r y d r i l l i n g has b e e n i n t e n s i -
f i e d i r r e c e n t y e a r s , and t h e n e u t r a g e d r i l l e d has b e e n r a i s e d 
from 121 thousand m e t r e s i n 1979-80 t o an e s t i m a t e d 355 t h o u -
sand mfi r e s i n 1984-85o 
Th' r e may b e n e a r se- l f -suf t i c i e n c y i n r e f i n i n g c - p a c i t y 
w i t h t h f c u r p l e t i o n of e x p a n s i o n p r o p o s a l s i n r e c e n t t i n e s 
i n r r l i t i o r t o r e f i n e r y a t K a r n a l , Manglore and r e f i n e r y s 
e x p a n s i o n i n n o r t h G u j a r a t and i n Assamo 
"^ ^ N^N-V':.r\I/-:C MINERALS: ri^CDUCTS; 
T^;.'U:ction i n n o n - m c ' t o l l i c m i n e r a l s p roduc ts^ j such t h a t 
c<-^r:'Pt, \r-n o l a r r i n d u s t r y h.is i n c r e a s e d a t a s a t i s f a c t o r y 
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r.itPo n fi-'iur'tion t r r n d shc'-'n i d e c l i n e dar ing seve-nties in 
C( r •• iT-i :'f-n ti- fjftdrr, and ;; i xt j ps o 
PKchictlon ot she* t (7l.i.;n and q l a s s s h e l l s has inc reased 
iron 1.1 ivijlljon sq.rrto ano 13 mi l l i on p ieces during 1950-51 
t o / ^ , 9 mi l l i on sq . mt. cind 214 mi l l i on p ieces r e s p e c t i v e l y 
.;;;r.^ ^<I 1 \ " ' - 8 1 , existence^^'rf rr; nt indus t ry is much old in Ind ia , 
3t i. .r,' C- t ht bai;ic input in i n f r a s t r u c t u r e sec to ro Produc-
t ion o+ rf r • r;t increased from 2,7 m i l l i o n tonnes in 1950-51 
t.i W'.e r i l l i o n tonne in h.tf('-81, i t a t t a i n e d a grov/th r a t e 
ol t!w6 t" •: 't nt per annum lu i jng 1951-8lo SCcs average capaci ty 
ut i l i 'at : on^ 1951-81 has be > n est imated a t 83 per cent of i n s - ' 
t i l l i d c . rM. ' i ty . I t has been < b-'jcrved t h a t capac i ty u t i l i s a t i o n 
dec l^MKKi ncu I r ap id ly du-iirg ;;<'venti.es in comparision t o f i f -
t i e s itic; ; . ixi ie; ; •nrf^ J^towo, ji^ w (i( i • 1 i no in growth of profJuction 
d\u.Mt] ; ( vc nti e.<-.o The main bo t t l enecks which had r e s u l t e d in 
undt I u t i i i s i t ion of capaci iy :'n recen t yea r s have been t h e 
lark c)^  cKT (11 i te i nf r a - s t r K-'I ,;rf f a r c i l i t i e s such as powf-r 
.nd i r.)n;-T-c:,t -md c o a l , a l ' ; r l r r i r i l y the products of r u b l i c 
s e c t o r . Crer t ion of add i t i ona l capac i ty and maximum u t i l i s a -
t i o n of capac i ty should be inrured by inhancing the supp l i e s 
f i n f r a - s t r u c t u r e imports in t h i s b a s i c industryo I t v;ould 
reduce the e x i s t i n g import'^, due to i t s i nc reas ing demand by 
aehievinc se l f sufficiency' in jiroductiono 
o 
2::o 
8. BAr.ic '"i:rAL :NDUGTRIES; 
B.!.';^ c metal inclustr i r rj. con'£jrise;;, the f e r ru s as v/ell as 
T)vn ! e r ' u s m-^t^l indu-'-'triep o 'ihere a re thp primaiy c a p i t a l 
qo^ d;- nc!( dod in rretiil produ'-t;;, and mt t a l based i n d u s t r i e s 
cu'-h t h ' t onc;inc(iinc, indur.l i i c ; f«v"ward and backward l inkages 
a t e (iJrfiMly i ( l i t r d to t h i r .industry in spreadjnq :riduc;txia-
l i i ial j vjp, i I ni'inc Con'njssior; \t.\r, given tht- s t e e l i ndus t ry prime 
JTT; or taicc- jn the development of b a s i c indust ryo The weight 
of I'.iric metal indus t ry was 8.84 pe rcen t during 1970 in t o t a l 
manuf ictui inq i n d u s t r i e s v/einht wtiich shows d e c l i n e in compa-
l i r i o r will; 1956 weight i o e 9„25 pei c e n t . I t e r a t e of grov/th 
h ,r (Mf^ljned a f t e r Third Plan more r ap id ly p a r t i c u l - i r l y during 
; - (Vint i rs ciue t o poor capaci ty u t i l i s a t i o n of i n s t a l l e d capa-
c i ty „ 
3tf ( 1 Indur t ry was given major push durin^ - r ' c rd end 
Thjrd p] T h^  jpf'-'^t.inq he .vy Investments in s t e e l p l an t s „ 
Th( thirc- ;-,tc( 1 pL .n t r , Rcuj k c 1.-,, E ' ; i l a i , rind Durcinpur v/rre 
est.il.dl;: iii.ci in tht. pub l i c i.c(.;tor during l956-6to The only a d d i -
t i o n to s t e e l maKing capac i ty was c rea ted v;lth the e s t ab l i shment 
of Bofcaro s t e e l p l an t s in ' 97b . Three new s t e e l m i l l s were 
es t ihl ls ' . i •; i r yiith piano t-roc^ucti un of i ron and s t e e l has 
incre:; ; ed f re rr. 3937 thousand tonnes in 1951 to 16322 thousand 
tonr e:' in 1981 ( i t i n c l u d e s , piq i r on , f in i shed and cem.i-
' i : . i ; ; .od rtec l)o 
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I t \<AL, ( uf t o c^ontincciu.-; iricj '-c;.c of c a p a c i t y c r e a t i o n 
in t h i ; : J-T'M. 11 y O F iociuct ion c; i i < i j o-o 1 loyc and s tC 'c l c a s t i n g s 
ay i^Aj r-i.y'.'-liits'-tviSTiiu] 195.1-81, ]r\ (J'\F, (:A i r o n and s t e e l i n c i t a s e d 
' : on 191 thous. ind t o n n e s i n iy^O-bl t o 2039 m i l l i o n t o n n e s i n 
l'?H(>-Hl. Ihc Ccn-'nc f oi i r o n 'ncl r t e e l had been i n c x e a s i n g 
il - f a : t ' ' r l a t e : d u r i n g 1 9 5 ' - 8 1 . I r rport s u b s t i t u t i o n s h o u l d 
b e i r h . u i . . ^ "^  or a mar s ivc sc:...il(. t o ; c.duct i r rpo r t e x p e n d i t u r e 
ind t o i r c i r a s e i t s dorriest ic r u p p l i e S o Import s u b s t i t u t i o n 
1, :; 1" f \ r I UK ].iroiltabfi.e c'u( t o c o n s i d e i a b l e i n d i g e n o u s know 
how --ipCf Tdt h i n c r y deve loped du r ing t h e l a s t t h r e e decd'^F'So 
rX'riy e ' ' ; u i t s shou ld be made t o re^cuce c o s t of p r o d u c t i o n so 
t h i t the . r i c e r can be c o n t i o U e d o 
No I - Ff : I us Kc t a 1 s^ a l i o plciy a K c.y r o l e i n t h e i n d u s t r i a l 
cuou th of the. coun t ry as t h f y , . r ov ide t h e b a s i c rav; m a t e r i a l 
aiu^ ccmi i ru I'.ts t o r pov/er gt nf a a t i t . n , c a p i t a l g o o d s , e n g i n e e r i n g 
md e-] e(-:i r i c : ! l i rK imt r i e ' s t h e l a s t de'cades has w i tnes s f c l a 
s u b s t a n l j . 1 c r^ / r lh i n t h e j<j oni . 'c t i . n of a l l t h e s e m e t a l s • i t h 
t h e i r;c; c a i nt- tempo of incus ' • • i ri] j r a t i on i n t h e c o u n t r y , 
cc n;ajr[)-! ., . ^' >.< f: n c i p a l nc;n f e r r u s r^ota ls has i n c r e a s e d 
f a i r l y r\.^ ^ rn t h e la;-.t dfCic'fo Tht^  s u b s t a n t i a l gap betv/r en 
df-.-arc: .-'T * i rdi t^ ' -nous supp ly i s bej ne met by i m p o r t s , r e s u l t i n g 
i n an C0)^c: i Je'n^.lc d r a i n on f o e i e n exchan'^Bo 
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Thr p 'C 'c 'ur l ion of c o ] ; ( r , A]uminjuir rind iF-ad h^s i r c r e a -
spd froni 7 . 1 , 4.U and Gob tin./'. .,and toni,e"S i n 195C!-51 t o 2 1 , 6 ^ 
2v .4 ifc / - o b ttK.us-nd tonnt' . ^ r c 5 ; p c c t i v e l y i n 1 9 8 1 , I r rpor ts 
i n comp.i i iFion tc: pi e d u c t i o n has d e c l i n e d r a p i d l y c u r i n g 1 9 5 1 -
8 ! . IrTTjTcrtr. c^ copper , alumjnium and l e a d i n c r e a s e d from 382, 
108 ana 160 l akh ^ i n 1951 t o G50, 1280, and 298 l a k h kg. r e s -
pf^c t ive ly i n 19Blc Tht -xe io jc , Jmj.ci ts or a pcicentc 'or- of t o t a l 
suv 'p l i e r d e c l i n e d from 35 pe r c e n t t o 23 p e r c e n t i n c o p p e r , 
2 1 . 3 pel c e n t t o 6,0 p e r cf r t in c lu r r i r i um and Gf.7 p e r c e n t 
t o I t . 6 i i r -(.nt in l e a d , our.'tit^ ] ' . ' ' ) l -8lo TVicrtforo, p r o g r e s s 
oi i i p o j t suh£-Li t u t i on have be ^ n s i g n i f i c a n t of t h e s e t .hree 
n o n - f ( i r u : . rf. t a l i n d u s t r i e s j ii I n d i a , i nc i e a s i n g dem:ind of 
a l ' n ' i r i u i ' l ed by i t s eiC'V/-*b .in p jo^-uc t ion r I s o i n d i c a t e d a 
ourivu;] i . u t e i i j l s u b r t i t u t . i c n in man- f a c t u r i ng i n d u s t r i e s 
^1 h •;: : 1 c -i } ind of iPTjcr* s u b s t i t u + i o n i n i t s e l f „ 
El ( ' n e t r J v.y. ]ndust ry ; i'lnqi n' ex i nc i r i f l u o e s , t h e t.hrcre 
r ;i'T ; i ' ' C I T ' , i „ p . m.iehh (••; -'n': ( " 'u i rmont , ( i l l t.ypot; ) , 
e ! e ( - t i i : i - j r h ' T c i y ctnci 1 i i i ' : - ' O j t equi indents, .)J 1 in th£: 
e > ' [ i t , , l (jdodc; s e c t o r s . . Alt!-c aK;)-), t h o s e i n d u s t r i e s p a r t i c u l a r l y 
e l e c t i j r l j r d u s t r y were i'n r y i s t f r t c p r i o r t o i n d e p c n d r n c e , 
1 ut. t h e y r o c u c t s of t h e s e i n d u s . t r i e s ran'-ec from s i m p l e hand 
t ! c l , C'r uiTfi f j e c t r i c a l IH L;f': ^n-' some of e s s e n t i a l t r - ; n s p o r t 
Ci. edi: v/h.i>h ..'erf b.ised on i i r ; l e t r chno l r .nyo I ^ s t of t h e 
( r((inrr.7 J nn ^;<.;ds \:(ic imi -o r t ' d t o s a t i s f y the^ domestir* demand 
p r i o r t o .: ndept.ncenceo 
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The aft-Ui.l exp< xicrcr U- t.lic qrc/,/ + .h of enq ine ( r i r :G 
inc ' i i r t ry vrcie r e a l i s e d d u r i n g Second P l a n , Import s u b c t i t u t i o n 
c r h f r o wa;- irrn^lcriented t o i n r r e a r o t h e jndjcjenouj:. run j - l i cr 
of e n c i n ' Cl ing coods much needed i n p roposed heavy i n d u s t r y 
d r v t l o p n e n t i n Second and Th i rd P l a n , One of tb^' o b j e c t i v e 
of d rve lcpmcn t of encjinef:rinrj goods v/as t o c o n s e r v e t h e f o r e i g n 
exrh nr* f x_[ encii tu r t: invo lv t 'n j - ^ . j i t o ' t h e s r sec tor : ; , , 
The Ind ian e n g i n e e r ! nf ' ndi i s t ry h i s shovm a phenomenal 
or, i[ (•::'. ''xy t hf 1 i.';t MM ( • ' ' C ''•(.• :.''•'' '.\ r ''•(_,irry-rnC'. . ,i r t 
of Seconal P lan . S t a r t .i no vz/lh i n o c e s t bc'Cjinninri in m:ir-f i f t i e s 
•thic j t d u . ' t i y nuvj ^icrounir- !i i (.-vici Lli i i ' ! ui thf c a p i t a l employ-
ee^ am^ vaJuf added, 27 p e r c-( n t of employmi r t and 30 p e r c e n t 
cf oalpvit i r maP'.: f a e t u r i r t , j r ( n i s t r i c : s i n t h e o r g a n i s e d s e c t o r . 
The weicjht o*^  e n e i n e e r i n q goC'cJs in t o t a l m a n u f a c t u r i n g w e i g h t 
i n i n d u s t r i a l p r o d u c t i o n has i n c r e a s e d f o u r t i m e s d u r i n g 1956-
7Co I t s WEl(jht has i n c r e . j s e d from 8„3 p e r c e n t i n 1956 t o 
18.S pe r t e n t i n 1960 t o 2 3 . 3 p^r c e n t i n 1970 a c c o r d i n g t o 
i n d e x of J n d u 6 t r i a l p r o d u c t i o n . This t r e n d shows t h e incre.^ising 
i m p o r t a n c t of e n g i n e e r i n g p r o d u c t s i n Ind ian economy, 
Enginer r jnc ; i n d u s t r y h ,s a l s o w i t n e s s e d s t a g n a t i o n a f t e r 
t n i r d plan^ p a r t i c u l a r l y d u r i n g Four th and F i f t h p l an a l i k e 
o t h e r i n d u r t r i e & o I t s annua l crowth r a t e r educed much more 
d u i J r n F i f t h p l an i n c o m p a r i s i o n t o e a r l i e r p e r i o d s o One of 
t h r ccxasur, r e l a t i n g t o u n d e r u t i H s a t i c n of c a p a c i t y l o a d i n g 
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to s l j gn . ' t i on n-ay have been the shor tage of e s s e n t i a l raw 
m a t e r i a l ane t h e i r i nc reas ing p r i c e s and c o n s t r a i n t s on i n f r a -
s t r u c t u r e s e c t o r involved in t h i s i n d u s t r i e s . Increas ing average 
cos t t'f p roduct ion has been responsible: ' t o r p r i c e KlSe in 
engineer inn goods a l t e r n a t i v e l y dis-^tir demand O^ t h i s 
i n d u s t r y . The t r . incpcr t equi:n 'ent i ndus t ry was more prG'Y>e t o 
Etnan. ' t icn trendr. d iscusred abc^ve, 
K-iCli.Lre anu Tools ana Por table Tool h§s been t h e ^ t a r 
s r c t o i unciei muclinery equipment indust ry» I t h i s grov/n by 
24,1 pier cent ])t i annum eurinn 1951-81 Publ ic s e c t o r , f a r 
exomrle^ H.N.To h is played .i key r o l e in development of t h i s 
industry- ' ui io which i t ranked f i r r - t in promoting import 
subst i tut J or <IIK1 expor t d i v e r s i f i c a t i o n . 
The o ther i n d u s t r i e s ^ucL t h u t , power t r a n s f a r m e r s , 
wi ic i i i ' ' ™:r(.s, tw i s t d r i U s , d i e s a l engines ( s t a t i o n a r y ) , j.cv/er 
CT ':^'< y ; ' i r :n: , luHiei c a b l ' S , el ectj od<r:j; ,ind b a t t e r i e s has i l so 
iT ' - i c i t ed a p rogress ive grov-th r a t t s during 1951-81, Rapid 
e i a v i h i r th r s t i n d u s t r i t s has been r e s p o n s i b l e for grov/th 
in el( ct :.. c^ j t, *> (,( ne ra t i on ar.ci < i; t r i b u t i o n in p^r t i c u l ;'r and 
in oi h.ei i r c j i : t r i f B in g e n c i a l . : t would be noteworthy to 
cc,nent th:it, machinery indust ry v/hich v/cre develofied e s p f c i a l l y 
sinc^e second plan to promote jrT-oert. s u b s t i t u t i o n has becomie 
a : oil r e el e;airiing fej.rejc;ri c>:h. :iii^ ' cur inn the^ l a s t tv/enty 
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five vt'^i:.'c Export of rrafh. ;rr iy inrJ equlx.nncnt h.as incrC ' iced 
t X ( m aj on:" ]y in r t r c n t y( • ;• \1MC1I h,ir- j^rovec it.:; o f i l c j f n c y 
q u i i - l v Kici ccn.i < t i t i vcnf r.r ii i r . ter n a t i o n a l markfto 
ri<C".J; •;; T! ^^ 'l;Ar.:>P(n^T ::yuirr'-r^'^ ] IDU: . .TRY; i t has be«;n a i r r e g u l o r 
ff a t ' j r t our ing 1 9 5 1 - 8 1 , p d i t i c u ] - r l y a f t e r t'hird piano I r rpor ts 
b K . i n o i e i r o d l a p l d l y c i u i n o ECV. n t i o s o'ue t o i n c r r a s i n g demand 
foi t r d n ; . ; j o i t o^iuipmonto F c i r j q n c o l l a b o r a t i o n has bo^n i n s t r u -
men ta l In dev€ lonment of t h i s inc ius t ry i n I n d i a . Forc-ign c o l l a -
b c i r i l i o n has bo* n I n s t r u m f n t q l i n dev( l oomrn t o t t h i s i n d u s t r y 
i n I n d i a . F c f ion technolor-y .nr' knov; hov/ h e l p e d i n manufac -
t u i i m ; iroro, modorn v o h i o ] c : v. i 1 h the o h j o c t i v o of p r o v i t i i n g 
vcJ^iol ' • t a low oo'-t a ' i - ' i i h ' h( maxirurn ca^ /ac j ty of '•'uol 
consorv . it i on , 
Wiiol.l (>'. iran;])0)-t ( ' !UJ[)rort i n indox of I r d u r . t / ' i a l •, 
p ' tA-uo ; l^n i noi I ,:(("! from 2.Lb p( i c-c n t i n 1956 t o 7 .39 p ' r 
o( nt i r 1 i7('o Automobilor. prof iuot i tm i n c r o a s o d rit 6 . 8 per cent 
pel .inr>ai' •• ' i ; ir( , 1 9 5 i - B l . Y^/ o y l r r . p r o d u o i i o n has lncr' '- ' ' : .od 
a t compound g iowth r^-^te of 1 3 , 3 f;cr c e n t p e r annum d u r i n g 
l ^ b l - o l o Imi>(./i-'. : u b r t i t u t : on imi l i c a t i o n s fo r t h i s i n d u r t r y 
a r o brcominri moio sL;\,nq ''u*" t o I n o r n s i n g domos t i c dc-irir^"' 
ir t ' f- t i j n : : p o i t . s e c t o r ar: a whcJoo 
riM'.-.': H zr. TA.y.CCir.C G. CDS ir n i : : n S S h i s boon i r^p rcs s iv^ over 
t h e l a s t t h : o e cocadcso X^^ .' t of i.hc. i n d u s t r i e s undoi t i . i s 
C >-. <J 
are in private sectors. Radio recievers, domestic refri-
gerators, has attained remarkable grov/th i.e, 12,3 and 17.4 
per cent per annum during 1951-81, Besides these items, fans, 
lamps, and air conditionej'i production has also grown fairly 
during 1951-81. 
()ne of the major p>^ >i ei»s- in electrical industries has 
been the fast growing electronics industry-/ in seventies. 
Production of electronics/telecommunication equipment indus-
tries heis increased from Rs, 187,56 crores in 1976 to Rs.264,38 
crorc-s in 1981 in organised sector. The electronics/tele-
communication components production has increased fron Rs,49.33 
7 
crores in 1976, to Hs. 106.62 crores in 1981. It clearly shows 
the progress achieved in import substitution of this industry. 
Imports of components has declined rapidly in recenttimes 
which also Indicates, the indigeneous technical progress in 
the field of electronics. 
Prom the above discussion it is observed that perfor-
mance of the industrial. sector hai been quite impre; sive 
over the last three decades. With tte average growth rate of 
six percent per annum. Import substitution policy has been 
successful in bringing structural change in industrial sector. 
The weight of traditional sector has declined from 62.36 per 
cent in 1956 to 33.68 per'cent in 1970, The weight of non-
traditional sector which has been a major source of grct/th 
7. x'hcsn ^igures are computed from. Annual Report of 
Directorate General of Technical Development 19^2, ninistrv 
of Ind;^stry, Governmpnt of India. 
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in Indian economy increased from 30,13 percent in 1956 to 
56.63 percent in 1970, Impart substitution led growth has been 
instrumental in growth^ ^ of engineeriig industries at a rapid 
rate, a7\d its weight in industrial production increased from 
6.89 percent in 1956 to 22.71 per cent in 1970. 
Therefore, import substitution led growth in industrial 
sector has been fruitful in bringing multiplier effects in 
increasing income, employment, skill, technical know how. 
The stagnation in industrial growth during sixties 
and seventies had been due to low capacity utilisation. The 
Capacity utilisation has drastically declined in various 
itpms, particularly steel, fertilizer, aluminium and cement 
(tableVijj'^ ). The poor utilisation of capacity has been due 
to:the inadequate availability of infrastructural facilities, 
- poor industrial relation, 
- shortage of inputs including raw material and bank credit. 
- poor maintenance of equipment and machinery. 
The loss of production due to under-utilisation of 
capacity is large. The magnitude of loss of production \'^ • 
few items are given in tablel^ ZHr 9*^ ' 
The situation is eiven more disconcerting because import 
prices of most of these items in, fertilisers, cement, paper 
& paper Board^ Caustic soda etc. are higher than domestic 
2,-8 
prices. Even where domestic prices are higher for reason 
of technology, low value of production ttc, import has serious 
consec[uenc.t>^ ' to the economy ranging from loss of employment 
to loss of foreign exchange, apart from capital wastage. Even 
more compelling is the consideration that the shadow rate of 
foreign exchange is higher than the normal rate which forbids 
out go of foreign exchange on imports through non-utilisation 
of capacities. 
To a large extent, the decline in capacity utilisation 
can be attributed to infrastructural inadequacy. In fact the 
decline in Industrial growth by 1.4 to 1970-80 was prirrcijpally 
a consequence of the poor performance of the power coal and 
transport sectors. These three sectors cumulatively caused 
significant loss of production. 
The existing industrial relation also determine the 
magnitude of capacity utilisation in manufacturing industries. 
The total man-days last due to striKes/lockouts was about 
21901 thousand in 1975 which has increased to 36,584 thousand 
in 1981, The manday^ leifct in manufacturing has increased from 
19283 thousands in 1975 to 30543 thousand in 1981. It had 
seriously reduced the production. Government should ensure 
good industrial relation to avoid production loss due to 
strikes. 
2..0 
The labour situation has deteriorated in the past 
few years. In Bombay the Cotton textile industry has been 
threatened with strikes and there are also labour problems 
in a number of other industries as well. The militant charac-
ter of the recent trade union movement has causedp great 
concern and is likely to impede industrial growth. The serious-
ness of the situation needs to be ap predated in order to 
devise perventive measures that would permit industrial growth 
to be commensurate with national needs, 
K number of industries have suffered production losses 
on account of input limitation. These includes in-adequate 
availability of raw materials and bank credit. Irregular and 
inadequate supply of raw materials has adversely affected 
production in many industries. This short fall has led to 
substantial imports of these items at high prices. This is 
true of industries such as caustic soda, fertilisers, soda-
Qsh etc. 
Besides, the above mentioned constraints in production, 
a remarkable industrial growth has taken place in Indian 
economy which has brought structural changes in the economy. 
Import substitution policy had played a key role in transfor-
ming a traditional economy into a industrial econftny. 
-x-x-x-x-x-
foJcJuL-^JL-] ^i«*^i'- IN INDldTaAL SfcCTCh - PKLNClpAL CHARECTJiftSIlCS 
2,^0 
A S I 
Year. 
IS 59 
weo 
1901 
1962 
U63 
we 4 
1965 
1966 
1967 
1968 
1969 
1^3 71 
:• '73-74 
1974-75 
I; '75-76 
> 'Vu-77 
1.'77-76 
li^7B-79 
li?-3-80 
I 9 a 0 - S l 
lio, of 
Fac to r i e s 
R e t i s t e r t g 
Ifo. 
860? 
87D4 
9161 
9784 
10348 
12223 
13425 
1224(6 
12513 
12769 
13101 
16923 
15762 
16585 
i7o:» 
18479 
15688 
17190 
17880 
15145 
p r o d u c t i v e 
c a p l t a l 
Rs. Crc res . 
1,737.35 
1,999.54 
2 ,374 .15 
^ k O i j j - n v ^ 
4 , 2 b d , £ j j 
5 ,275 .01 
6 ,444 . JO 
7,681.09 
8,3.;7.94 
9 ,006 .0y 
9 ,933 .14 
11,981.80 
14,791.a0 
I D , 726.70 
19,831.90 
^k;, 744.90 
25,176.70 
a , 2 1 6 . 3 0 
35,069.00 
40,205.00 
a x e d C a p i t a l 
JBs Crores . 
1,450.00 
Ht 
• 
-
-
4 ,832,00 
-
-
-
-
8,800.33 
30,564.60 
11,33^.'10 
14,240.10 
16,372.00 
18,477.70 
21,171.00 
25,360.00 
28,302.00 
Gross 
Out pu t 
Rs. Crores 
2 ,681 ,43 
3 ,150 .38 
3 ,692 .97 
4 ,199.30 
4 ,7^9,30 
5,627.20 
6 ,402 .30 
7 ,250 .44 
7 ,783.60 
8 ,636 .81 
9 ,991 .15 
13,066.10 
16,424.70 
i i l , 763.ID 
25,005.70 
28,577.30 
31,742.30 
36,436.30 • 
42 ,614.00 
50,316.00 
Value 
Added 
Rs. Crores 
758.98 
864.37 
987.56 
1 ,115 .61 
1,295.69 
1 ,503.51 
1,700.56 
: 1 ,833.18 
1,898.84 
i 2 ,061.36 
1 
j 2 ,467 .54 
' 3 ,123.50 , 
4 ,368.20 
5,482.60 
6,769.40 
6 ,596 .60 
7 ,199.10 
8,528.50 
9 ,569 .00 
10,511.00 
iiaploym en t 
Labour 
2 8 . 7 
^ . 0 3 
36.50 
32.70 
34.50 
37 .98 
39.86 
39 .82 
33 .94 
39 .68 
41 .52 
4 6 . 8 1 
4 6 . 6 1 
49.26 
51.93 
54,32 
56,29 
57,47 
6 0 , 6 5 
6i; .12 
Sourcej 1. AjSI. Data available in S t - t i s t : . ca l Abstract of ii.dia various issues 
2. Annual Survey of Industr ies (Census Sector) Provisional Registers I9d0-81 
T a b l e ^''^ 
-yaJoU-^Ll'^ T e c h n i c a l C o - e f f i c i e n t s 
Y e a r 
1960 
1965 
1971 
1973-74 
1974 -75 
1975-76 
1 9 7 6 - 7 7 
1 9 7 7 - 7 8 
1978 -79 
1979-80 
1980-81 
C a p i t a l 
o u t p u t 
R a t i o 
0 .46 
0 .74 
0 .67 
0 ,64 
0 .52 
0 ,57 
0 .57 
0 . 5 8 
0 . 5 8 
0<,59 
0 ,56 
c a p i t a l 
v a l u e 
A c t u a l 
• l i a t iOo 
1 .68 
2 .84 
2 .32 
2 .42 
2 .06 
2 .47 
2 . 4 8 
2 , 5 7 
2 . 4 8 
2 . 6 5 
2 , 6 9 
C a p i t a l 
l a b o u t 
R a t i o 
C IS ) 
4 , 9 9 4 , 8 0 
1 2 , 1 2 2 , 4 0 
1 9 , 1 2 6 , 7 0 
2 2 , 6 6 5 , 9 0 
2 3 , 0 0 4 . 6 0 
2 7 , 4 2 1 , 7 0 
3 0 , 1 3 9 . 9 0 
3 2 , 8 2 5 , 9 0 
3 6 , 8 3 8 . 3 0 
4 1 , 8 1 3 , 6 0 
4 5 ^ 5 6 0 , 2 0 
Va lue a d d e d / 
o u t p u t R a t i o 
0 ,27 
0 ,26 
0 ,24 
Q,27 
0 ,25 
0 ,23 
0 , 2 3 
0 ,22 
0 ,23 
0 ,22 
0 ,20 
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"Q}^''^'!.-^ SECTORAL INDEX OF INDUSIRIAL PRODUCTION 
( 1970 = 100 ) 
Y e a r 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
196 2 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
B a s i c 
I n d u s -
t r i e s . 
22e50 
23o90 
23 .85 
2 6 . 0 
27 ,4 
28 .7 
3 0 . 5 
3 2 . 9 
3 7 , 5 
45o0 
50o7 
5 7 . 7 
6 6 . 0 ' 
68o4 
7 3 . 9 
7 8 . 1 
79 .4 
87o6 
9 5 . 7 
lOOoO 
C a p i t a l 
Goods 
I n d u s - . 
T r i e s . 
1 2 . 7 3 
1 1 . 3 0 
10 .96 
1 2 , 7 0 
3 4 . 3 
4 1 . 2 
4 5 , 1 
4 0 . 3 
3 9 . 0 
4 4 . 5 
5 2 , 5 
6 8 . 1 
7 5 . 7 
9 1 . 8 
1 0 8 . 7 
9 3 . 9 
91 o4 
93 o6 
9 5 , 3 
1 0 0 . 0 
I n d u s t r i a l 
Goods 
I n d d s t r i e s 
3 7 . 6 
3 9 . 3 
38 .6 
4 1 . 8 
4 9 . 5 
5 2 . 9 
5 4 . 3 
5 5 . 6 
5 8 . 7 
6 2 , 9 
6 6 . 6 
7 1 , 5 
7 7 . 4 
8 3 . 2 
88o2 
8 6 . 0 
8 7 . 9 
93o3 
9 7 . 2 
1 0 0 . 0 
Conwume* 
g o 6 d s 
I n d u s -
t r i g s 
4 4 , 7 
4 6 , 5 
4 8 , 8 
5 0 , 4 
5 3 , 8 
57o8 
5 8 . 1 
5 8 . 7 
6 1 , 3 
6 4 . 6 
6 8 . 9 
6 9 . 8 
7 1 , 3 
7 6 , 9 
8 2 . 4 
8 5 . 7 
8 1 . 2 
8 5 . 2 
9 3 , 9 
1 0 0 , 0 0 . 
G e n e r a l 
I n d u x 
3 0 . 4 1 
3 1 , 6 0 
32 ,6 
3 4 , 7 
3 8 , 5 
4 1 , 8 
4 3 , 4 
4 5 , 0 0 
48o8 
5 4 . 3 
5 9 , 3 
6 5 , 0 0 
7 0 , 4 
7 6 , 4 
8 3 , 5 
8 3 , 1 
88 ,4 
8 8 . 4 
95 ,4 
1 0 0 , 0 
2 :\ 4 
Year 
Bas ic 
I n d u s -
t r i e s 
C a p i t a l 
goods 
I n d u s -
r i e s 
I n d u s t r i a l 
Goods 
Industries 
Consumers 
goods 
Industries 
Central 
Indes 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1980 
1981 
104.6 
113.U 
109.5 
113.8 
129.0 
147.5 
155o0 
162.4 
164.6 
185.5 
105.4 
106.2 
123.6 
1215, 
130.1 
143.8 
151.7 
l55o8 
168.1 
181.1 
104.0 
117.2 
114.2 
112o3 
113,7 
122.2 
125.8 
135.9 
140.7 
145.9 
103.4 
108,2 
107 .8 
109.7 
107.4 
l l 8 o 4 
126.0 
138.6 
135.9 
147.0 
104,2 
llGoQ 
112.0 
114.3 
119,7 
132.7 
147.6 
147,6 
150,7 
164,0 
bource: Currency and,finance, R.B.i., Qovt. Of India, Vnrios loaue. 
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TABLE-NO. ;- VH^ -S output of Selected Industries 
Item 
1. 
Unit 1950 ~ 1960 - 1965- 1973- 1977. 1980- Comp. 
51 61 66 74 78 81 GrovJ* 
rate 
2. 3. 4., 5. 6. 7. 8. 1951-81 
Machinery St 
Equipment, all 
types t 
Textile machinery, 000 
Calico looms 
Complete ring spin-
ing frames 000 0.3 
Machine tools and 
portable tools 
value (a) Rs.mill. 3 
Twist drills million 0.5 
Power driven pumps 000 35 
Diesel Engine 
stationary 000 5,5 
Diesel engine- 000 .. 
vehicular type 
Electric Motors OOOHP 99 
Power transformers 000KVA179 
Bare copper condu- 000 5.0 
ctors tonne 
Winding wires // 0.3 
Rubber cables million 38 
Storage batteries 000 194 
Dry cells million 150 
Arc welding 
electrodes 
Refractories 
million 
metre 
000 237 
5.9 
1.2 
70 
1.8 
109 
4 . 4 
215 
515 
-214 
114 
567 
3o3 
2 . 1 
294 
8 . 0 
244 
7 . 1 
1.4 
858 
9 . 8 
337 
1152 1965 2 4 . 1 
1 4 . 2 1 7 . 0 12 .5 
346 439 8 . 8 
44 .7 9 3 . 1 138 .4 1 3 3 . 8 173 .9 1 2 . 2 
/ 
10 .8 8 . 1 2 . 7 3 .2 5 .2 - 3 . 6 
728 1753 
1413 4458 
10.1 3,1 
2834 3861 4063 13.2 
8918 16149 19176 15.9 
1.4 2.2 0.7 -6,3 
9.1 
367 
709 
293 
200 
695 
21.6 22.1 25.3 15,9 
503;J; 500+ 8.9 
7.6 
625 645 994 6.5 
333 527 540 8,0 
577 + 
+ 
1293 1624 1742 
697 868 
contd. 
f ) n "^ 
1 . 2 . 
Condui t p i p e s OOOR, 
T r a n s p o r t e q u i p m e n t : 
LocoiTiOtives Nos 
Wagons(b) COO 
C a r s , J e e p s , e t c (d) 000 
C o m . v e h i c l e s ( c ) 000 
A u t o m o b i l e s - t o t a l 000 
B i c i ' d c s - c o m p l c t e 000 
Minning I n d u s t r i e s : 
C o a l ( i n c l , l i g n i t e ) m . t . 
I r o n o r e m,4>. 
B a s i c Metal I n d u s t r i e s ; 
3 . 
932 
4 . 5 . "77 "57 9 7 
7 .9 
8 .6 
16 ,5 
99 
32.8 
Pig i r o n ( g ) 
F e r r o - a l l o y s 
S t e e l i n g o t s & 
000 t; 
000 1i 
me t a l« 
1695 
13 
C a s t i n g ( b ) t o n n e s 000 
S e m i - f i n i s h e d s t e e l 000 
( i ) t o n n e s 
F i n i s h e d s t e e l 
Aluminium 
Copper ( m e t a l ) 
Lead 
Gold (in term of -^  
assay) 
-do-
-do-
-do-
-do-
1472 
1201 
1041 
4.0 
7.1 
0.8 
3888 6662 612 
272 233 112 
8.2 23.5 12.2 
26.6 35.4 56.9 
28.4 35.3 53.7 
55.0 70.7 110.6 
1071 1574 2575 
2 389 
1 8 . 3 
8 .5 
3 .8 
205 272 1 2 , 9 
1 2 . 2 12 .2 2 . 0 
4 3 . 6 49 ,2 6 . 3 
5 4 . 6 6 9 . 6 7 .2 
9 8 , 5 118.8 6 . 8 
3163 4169 1 3 , 3 
55 .5 7 0 . 3 8 1 . 1 104 .6 119.0 4 . 4 
11 .0 1 8 . 1 34 .4 4 0 . 9 4 0 . 7 6 . 7 
4351 7093 7053 9523 8553 5 . 5 
96 175 191 253 ' 254 1 0 . 4 
3475 6526 6887 9776 9402 1 0 . 4 
2944 1048 793 1552 1801 1,4 
4512 4687 6668 5768 5 .9 
6 2 . 1 147.9 180 ,0 200.4 13*9 ,<« 
9 . 4 12 .7 2 1 . 1 2 1 , 8 , 3 , 3 , . . , 
2 . 9 2 . 7 7 .5 14 .9 1 0 . 2 
OUOkg 5 .6 4 .9 3.9 2 .6 2 . 8 2 . 4 - 2 , 8 
c o n t d . 
240 
1. 2. 3. 4. 5. 6. 7. a ^. 
Rayon-staple fibre 000 t. .. 22.1 38.3 64,4 85.6 82.7 6.8 
Rayon-acetate yarn 000 .. 1,9 lo9 2,1 2.4 1.9 0.0 
tonnes * 
^•^^? '^?^J" '^^?^^i^ '^ n d l l i o n 17 .7 42 .7 185 ,2 240 ,7 344 ,6 436.2 11.3 
r e c t n e e l s p i x x t I^+-T-O 
718 554 1737 - 8 . 0 
4 4 4 0 , 0 
Soap 000 t o n n e 77 145 167 212 302 341 5 .0 
Food manufcic tur ing 
I n d u s t r i e s t 
Alcohal power 
Matches (1) 
000 lit.21475 49781 
000 mill- 4 5 
ion box 
694 
5 
Sugar 
Coffee 
Tea 
Vanaspatl(veg, 
oil) 
Rubber products: 
000 
tonne 
000 
tonne 
millionkg 
000 tonne 
1061 
21.0 
277 
170 
2699 
54.1 
320 
340 
3388 
62.1 
373 
401 
3354 
92,1 
472 
449 
5182 4898 
103.4 139,5 
564 574 
572 • 753 
5.2 
6,5 
2.4 
5,0 
Poo t -wea r r u b b e r m i l l i o n 18 45 53 39 42 45 3 , 1 
p a i r 
Tyres t 
A u t o m o b i l e m i l l i o n • . . 1.44 2„31 4 .45 5 . 2 8 6 .78 8 . 0 
C y c l e , t r a i G t o r Si m i l l i o n , . 11 ,20 1 8 . 5 8 2 4 , 30 29 .05 28,05 4 ,7 
a e r o 
Tubes t 
A u t o m o b i l e m i l l i o n . . 1.35 2 .27 4 .29 4 .75 5 .87 7 . 6 
C y c l e , t r a c t o r S: m i l l i o n , . 13 .32 1 8 . 7 1 16 .39 1 5 . 2 1 1 3 . 4 0 0 , 0 
a e r o 
contdo 
1. 2 . 
Non-metal l ic Miner-
a l p r o d u c t s : 
Cement m i l l i o n tonne 
S t e e l g l a s s m i l l i o n 
sq.mt 
3 . 
2 . 7 
1.1 
Lab. g l a s s 000 tonn3 2,3 
Glass s h e l l s m i l l i o n 13 
4 . 
8 .0 
7 .9 
4 .6 
50 
5 . 
10.8 
9 . 0 
6 . 1 
77 
f 
6 . 
14.6 
17.4 
2 .5 
163 
7 . 
19.4 
19o9 
6 . 7 
214 
8 . 
18.6 
20.9 
3.2 
. s 
c 4 i 
9 . 
6 .6 
10.3 
1.1 
10.5 
1298 
1392 
• • 
1168 
3.0 
1.7 
6 . 1 -
0.7? 
Other g lassware 000 to 81.0 171.0 211.0 197.9 246.0 328.2 4.8 
T e x t i l e s : 
Cotton yarn(m) million 5 34 801 907 lOOO 1057 
Jute manufactures 000 t. 837 1097 1302 949 1150 
Woolen yarn 000kg 0717 1295 3 16994 37427@ 45901@ 
Cotton cloth (f) million 3401 4649 4402 4083 4129 
(m) metre 
Woolen fabrics (c)OOO Mt. .. 13313 9237 17952@ 22350,@ . ..' " ^ ^ 
Chemical & chemical 
products: 
Sulphur ic ac id OOO^onne ^^1 
Caus t ic soda 000 , , 
Soda ash 000 , , 
Bleaching powder 000 , , 
Bichromates 000 /, 
Superphosphate 000 ,, 
Ammoniuinsulphate 000 ,, 
Chlorine liquid 000 ,, 
Ray on-Vis cose - 000 ,, 
Yam 
con td . 
10  
12 
45 
3.6 
2 , 3 
57 
47 
4 . 2 
2 . 1 
368 
101 
152 
6 .1 
4 .9 
52 
80 
32.5 
19.8 
662 
218 
331 
7 . 3 
6 .7 
110 
84 
51.1 
35„5 
1318 
422 
480 
15.1 
8 .9 
123 
121 
124o6 
37.0 
2056 
524 
572 
27.4 
8 .6 
e . 
. . 
206.0 
41 .2 
2231 
571 
558 
33.8 
5 .5 
o • 
. o 
2 35.0 
41.9 
I0o9 
13.7 
8 .7 
7 . 8 
2 . 9 
3 .4 
4 . 2 
14.4 
C '1 -
J^ - 4 ^ . 5. _7.s 8 ^ 
Electrical goods & 
equipments 
E l e c t i i c a l larrps 
t o t a l 
Padio r e c e i v e r s 
E l e c t r i c fans 
Fomestic r e f r i -
ger t i t ros 
m i l l i o n 
000 
000 
000 
14.0 
54.0 
199 
• • 
Air conditioners 000 
Others I 
Typewriters 
Dup l i i cd to r s 
Screws (wood & 
rnachine) 
Razor b lades 
Pli'Vood 
F^per and Paper 
products (k) 
l e a t h e r tanned 
hides (j) 
Foo twear ( lea ther ) 
Western type 
ouo 
000 
m i l l i o n 
gross 
m i l l i o n 
m i l l i o n 
000 
tonne 
000 
000 
p a i r 
• e 
a • 
0 .9 
15 
5 .2 
116 
2129 
5170 
Footwear(leather) 000 
Indigenous type pair 
5170 
48„5 72.1 133,4 186.9 229.4 9.8 
282 606 1774 1881 1734 12.3 
1059 1358 2116 3406 4176 10,7 
11.7 30,6 I02o6 149.0 289b8 17.4 
12.1 12.6 27.9 20.4 28.1 4.3 
28o7 39.6 31.6 67.0 96.4 6.2 
4.7 5,4 5,1 4.8 .. 0.0 
12.0 14,8 12.3 12.2 .. 10.1 
602 914 985 1042 1195 19.9 
15,0 23.0 15.0 41.0 24,3 6,5 
350 558 708 1017 1155 8.0 
3517 4181 3248 2145 2519 0.6 
5447 9312 7178 7680 7051 9.6 
3841 6780 7370 5438 5418 0,0 
Soorcfii basiC' b t a t i s t i c s ^e la t ing tiro Indian ficonomy, J . a .O . , 
Various issu(»s. 
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MAGNITUDE OF IMPORT SUBSTITUTION 
IN INDIAN MANUFACTU I^NCJ SSCTCR 
n r: ?l)L 
C H A P T E R - V I I I 
••MAGNITUDE OF IMPORT SUBSTITUTION IN INDIA'S 
MANUFACTURING SECTOR 
It is essential to know the magnitude and direction of 
import substitution while analyzing the role of import subst-
ituting industrializatiom in a developing economy The measurement 
of import substitution indicates the extent of import substi-
tution achieved in an individual industry or in a sector. The 
relative importance of import substitution in sources of output 
growth in India's manufacturing sector have been discussed in 
this chapter. This chapter has been divided into three sections. 
Section I deals with various measures of import substitution 
applied in the present study. The other two sections has been 
devoted for analysis of magnitude of import substitution in 
India's manufacturing sector during 1951 to 1981. The extent 
of import substitution achieved during fifties has been discussed 
in Section II of this chapter. The period 1960 to 1980-81 has 
been covered in the Section III. 
The data on output of industrial production during 1960 
to 1980-81 has been collected from Annual Suirvey of Industries 
at two digit level and three digit level of the classification 
of industries. The import and export statistics to the compar-
able production data has been taken from various issues of 
Monthly Statistics of Foreign Trade Statistics. It was not 
2^)2 
possible to apply various measures of import substitution 
during 19S0 to ig^ *^ . b«*cause the classification of industries 
is different in both sources, i.e., census of Manufacturing 
Industries and Annual Survey of Industries. 
It was essential to prrr^ent a picture of import 
substitution during the fifties, because the period was the 
major breach through in history of Indian economy. The clear 
cut policy of import substitution was adopted by the government 
in mid fifties which can be better observed from the Industrial 
Policy Rrsolution 1956 and the Restrictive Import Control Policy 
adopted during the second five year plan. The programme of 
industrialization followed by the policy prescriptions to 
encourage import substitution has shown its imnact on industrial 
production during the sixties and seventies. Due to this reason 
it has been rJecided to measure the import substitution during 
1960 to 1980-81 in the separate srction. 
SECTION -I; 
For an indepth study of import substitution it is 
necessary to develop measures to quantify the size of import 
substitution. Imnort substitution in an open econom: is easily 
recognised when cetris paribus, an increase in domestic 
production results in a decrease of imports. In such a case. 
the extent of innoort substitution may be measured as the 
algebric difference between the change in domestic production 
and the change in imports during any two periods, or alternat-
ively, as the saving of or alternatively, as the saving of 
foreign exchange on imports account in the second periods. 
In the other word<^ , the behaviour of M/S ratio over time can 
be looked into find out the changes in relative import depend-
ence. If it is declining over time, it is an evidence of import 
substitution. 
But in growing economies the above measurement of import 
substitution would be meaningless. Where the domestic production 
of commodity increases, but the amount of increase is less then 
the growth of domestic demand (both for final consumption and 
intermediate use), imports will continue to rise, and there 
would actually be no saving of foreign exchange. For the entire 
range of commodities imported, the picture is even clearer. 
For example, the development of the rrachine tool industry in 
India may be supported on the ground that it will save a certain 
amount of foreign exchange, roughly represented by the value 
of production in that industry. But in the aggregate there may 
be no saving of foreign exchange, since capital goods and raw 
material imports to more domestic production feasible may have 
increased, unless the capacity formation was under taken purely 
from domestic resources. Moreorer, if the Machine tool industry 
or -
uses certain domestically produced intermediate products, i.e. 
steel, where an increase in output requires increased imports, 
it would be double counting to attribute the savings in foreign 
exchange entirely to investment in the Machine tool industry. 
It is an illustration of the case where despite increase 
in domestic production, total imports never seem to decline. 
Yet important changes in the structure of production may have 
occured through out the economy. Simple calculations of savings 
in foreign exchange thus fail to reveal the true extent of 
import substitution in any but the simplest cases. It is 
essential to investigate the aggregate to observe the structural 
change taking place in particular sectors and industries. The 
methods of estimation used in tlhis analysis was originally 
pro|X)3ed by Hal lis D. Chenery, who observed the growth in 
domestic output to: 
a) the growth in domestic demand, on the assumption that 
an unchanged proportion of total supply is imported; 
b) growth in demand for exports; and 
c) the growth due to change "in ratio of imports to total 
supply, which is the measure of import substitutior). This 
method of estimation has been used, by the most of the 
authors, which is referred in a separate chapter devoted 
to survey of 1iterative on measurement of import 
substitution (chapter III) . 
1. Hellis, B, Chenery, 'Pattern of Industrial Growth', American 
Economic Review, Vol. L. No. 4, :Jeptember 1960, pp. (^ 24-54. 
This measure has been used. 
2Xu) 
The Chenery method of estimation is described below: 
X^ « (D^  + W^) uj + E^ \j\ +(U^ - U^) S^ ...(1) 
Growth in domestic output during the current year over the 
base year is due to: 
-Change in domestic final demand in the current year 
over the base year in particular sector of industry i. 
+Change in external demand (exports) in the current year 
over the base year in particular sector or industry 1. 
+imp)ort substitution in current year over the base year 
in a sector or in individual industry i. 
Change in domestic demand as well as in external demand 
is subject to the assumption under a constant ratio 
of imports to supply atl= 1 . 
Identities in equation (1) are as mentioned here: 
U^ = j ^ ^ / s| and 
Where X « value of output of industrial production in base year, 
X " Value of output of industrial production in current 
year, 
S^ =» X. + M 
~ (Value of output + Imports). 
•; r '^  
D = Domestic final demand for output of the i-th 
industry. 
W = Internal demand supplied by the ith industry. 
E = Export demand of the ith industry. 
In the present study it was not possible to distintegrate 
the domestic demand into intermediate demand and final consum-
ption demand. Therefore, the intermediate demand is included 
in the final demand sector. Final demand is computed in the 
following ways: 
D^ =: X^ - ( E^U^ ) + (U^  - U^ ) S^ 
Equation (1) is then summed up over all 'i' to described the 
total charge in output of all industries in particular sector. 
TX. 
2^ (E^ U^) + <^ (ii^  - \ } \ ) S^ 
The same measure can be arrived at in an alternative 
way. One can look upon import substitution as, the cahange in 
import availability ratios over time multiplied by the total 
supply of the end year. This type of measure was observed by 
2 
Maize!. According to him the change in imports from a base to 
a current year can be written as 
'i ^1 AM = m, S, - mo So 
2. Maizel, A., 'Industrial Growth and World Trade', Cambridge 
University Press, 1963, pp. 150-152. 
'dU. 
Where m is represents the import content of supplies. S as 
total supnlie^  . and subscripts. 0 and 1. the relevent time 
period in base and current year. 
This change can be dividedinto two elements, as 
follows: 
A M = 3 (m^  - mo) + m (3^  - S^ ) 
Where the first term represent gross import substitution, and 
the second the expansion in imports due to the increase in 
home demand., 
It has been assumed in Maizel measure that the import 
contents of exports is the same as the import-content of 
production of manufacture. On this basis imports of interme-
diate products were allocated to production for exports and 
for the home market. This measure describes a essential 
characteristics of imports. The change in exports would affects 
the magnitude of imports, which will therefore affects the 
degree of import substitution in a particular sector or industry. 
The change in.total imports was thus divided into four elements. 
"V si 
("2 - "1) 
or A«2 = V ^ 2^^ ''2 " ^1' "1 
2 1 S^ 
Change in value of imports = Import Substitution + Residual 
effects due to change in imports. 
(Domestic demand also included the export demand for imports). 
2l]S 
CHOICK OF MEASURES; 
Between these two measures one can used any one to do 
the computation of import substitution, because both furnish 
3 
indentical results. There ishowever, an advantage in using 
both of them because in the case of first measure, we get in 
the form of residual effect, estimate of domestic demand (which 
has been further divided in export demand and the domestic 
final demand) that would prevail under constant production 
availability ratio and in the second we get in the same estimates 
of import demand under import availability ratio. This reason 
has incouraged to use both of them. 
Hut the results obtained are subject to variation 
according to the degree of aggregation (b) the choice .of period 
(c) the treatment of intermediate inputs. Import substitution 
have been measured at the two digit throughout this study. 
However, the results may be different at the two digit when 
compared at the three digit level. In the same way the results 
added on year to year basis may differ in comparision to 
the measurement of import substitution at the time interval. 
However, we have tried to reduce this variation by using sub-
period of five year interval. 
However, the results obtained underestimate the 
degree of import substitution because the indirect import 
3. These measures are used in various studies in Jaleel Ahmad, 
'Import Substitution and Structural Change in Indian Manufac-
turing Sector,' Journal of Development Studies, April,1968, 
pp 352-379. P. Desai, 'Import Substitution in the Indian 
Economy, 1951-63', Hindustan Publishing Corporation,Delhi, 
1972, among others. 
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substitution that appear on account of the use of domestic 
Intermediate inputs in place of imported ones is not caught 
by the standard mea.sure of import substitution. 
SECTION -II: 
IMPORT SUBSTITUTION IN INDIA'S MANUFACTURING SECTOR DURING 
1950-60; 
It would be relevant to show the progress of import 
substitution and its magnitude in India's organised manufa-
cturing sector during the two successive five years plan. 
Strategic industrial and trade policies were introduced in 
the economy during this period for industrial growth in India. 
First of all, India was fairly self-sufficient in the 
supply of consumer goods at the beginning of the first'plan. 
Domestic production of manufacturing industry mainly producing 
consumer goods was close to 90 percent of total supplies. 
While there was complete self sufficiency in the case of 
sugar, tea and cotton textiles, marginal quantities of 
beverages were imported. In the case of consumer goods, like 
drugs, automobiles and bicycles, roughly one-half of total 
supplies were imported, while domestic production of electrical 
appliances accounted only for o 9 percent of the total supplies, 
This apparent self-sufficiency was presumably the result of 
2r,o 
severe import restriction on consumer goods from the dollar and 
other hard currency areas introduced in 1948-49, 
In the case of industries primarily producing intermediate 
products, roughly 80 percent of supplies came from domestic 
sources, complete self-sufficiency being the case in jute 
textiles, coal manufacturing and iron smelting industries. 
Only in case of commerciial fertilizer, domestic capacity accounted 
for a little as 20 percent of total supplies,followed by 
petrolium products where roughtly half of the supplies were 
imported. For•>tv*fAtvv,cn.t goods industries only 4 7 percent of 
supplies came from domestic sources. Industries producing 
transport equipment and machinery, more than two third of 
supplies were imported. 
It was the output structure in manufacturing sector at 
the beginning of the plans in 1950. Table VIII 1 shows the 
proportion of the domestic production in total supplies. It 
will be seen from table that the proportion of domestic 
production in total supply has shown a secular increase over 
the period. Domestic production - availnbility ratio has 
increasa^signific.mtly i.e. from 47 percent to 63 percent in 
2C 
industries producing investment goods^Fertilizer, paper and 
petrolium has registered a remerkable growth in production-
availability ratio. The magnitude of import substitution was, 
high in these industries. Magnitude of import substitution 
was concentrated in some consumer goods industries i.e.. 
Bicycles and accessaries, electric consumer goods, automobiles 
and pharmaceuticals. 
During the first plan period, import substitution 
accounted for approximately one third and export expansion 
for one - tenth of output growth. The major share of growth 
attributed to import substitution clearly came from industries 
producing capital goods and intermediate productP* ' The 
table VIII 2 summarize the source of output growth for 
consximer goods, intermediate products and capital goods 
industries the major gains were recarded in the production 
of finished steel chemical fertilizers, petrolium, products 
and machinery. 
?Ari 
The contribution of import substitution during the 
second plan suffered <i decline relatively to the first 
period, it contributed only 13 percent of expansion 
in output, v;hile the share of exports went down even, 
further. The chief reason appears to be the negative 
import substitution in finished steel products, since 
the rate of growth of steel imports far exceeded the 
rate of growth of domestic production. Imports had 
increased much mere during 1955-60 hampering import 
substitution. 
The magnitude of imnort substitution and its 
impact on the output growth reflected policy shift in 
industrial and trade sector during 1960-80, The 
magnitude of import substitution had itself experienced 
structural change due to the highest priority accorded 
to production of capital goods in India during the 
Third Five Year Plan. While giving top priority to 
agriculture, the Third Plan laid adequate stress 
on the development of basic industries such 
') n '\ 
as : tf 1/ fuel, powfr and machine building and rherricals vitally 
neces.sary for rapid econorrjc dcvf lopmpnt. In f ict, by the end 
of Sicond plan, it was rrror]nisf>d that thf econoniy has entered 
the taXe off stage and tt at the two :^'lans had generated an ins-
titutional structure needed foi rapid economic development as 
also to strengthen the foundation of economy. In nutshell, one 
of the essential objectivf of Thrd Plan was establishment of 
self generating and self reliant economy, it was also Inherent 
in the Fourth and Flft Plan. The period 1960-80'|>'assed through 
several changes In trade policy. The tightening of iinport policy 
during 1956-57^due to chronic foreign exchange crisis, continued 
during the Third Plan also. Strict licensing policy of Industries 
were also in operation since 1953, The most of the licenses were 
issued liberally in the favour of import substituting Industries 
in general and capital goods industries in particular. Licenses 
were Issued in the rxistinq units for expansion programme and 
also to the new comers in the rellvent ^ i<Led, The devaluation 
of 1966 of domestic currency accompanied by liberalisation of 
imports has adverse impact on irport substituting industries 
during 1965-70 and remained Inforce in seventies. The period 
covering the three Annual plan^were characterised by industrial 
recession which had again set back to import substitution. Later 
developments in the favourable imports liberlization attempts 
have adversely affected the Import subr;tltion. Besides it, many 
n^w field of Import substitution were realize.4 especially in 
electronics Industry during seventies and were adopter by the 
2V>-: 
Governm-rnt. It was the period experiencing several changes in 
industrial structure and organizational structure taken place: in 
the economy in general and manufacturing sector in particular. 
One very interrsting result would emergec'; from the measurement 
of import substitution during 1960-80 may be, the gradual take 
over^ '^^ the e>cport promotion measv.rp's in comparision to the import 
substitution measures, 
Beh lyipur of ioFO'^uction/Availabilitv ratio and import/ 
Availability ratio during the_period 1960-80:-
On the basis of the behaviour of the import/availability 
ratio which cdearly shows the irrplicition of import substitution 
in a particular industry group or in sector, noticed three kinds 
of changes in the structure of import substitution in various 
manufacturing industries. On the basis of these changes the 
industries has been categaxised into three categories which are 
mentioned here: [^ eiiTaVia U^-S ^^3 
CATEGORY ONKt 
This category consists of these- industries groups whose 
irrport/avai] ability ratio was lov; to start v/ith and remained so 
far most of the periods. The Hcope for import substitution in 
such groups is thus small. 
Th're are ten industries groups within this group-Food 
and Beverages (20-21); Tobacco(22); Textiles (23), Footwear, 
and other wearing appaiel (24); FurnJturrand fixture (26) printi-
ng and publjiihing (28) leather and fur products except footwear 
2G5 
and olh« r v.'c-aring apparel (29) Rubber products (30) and non-
metallic minpral products (33) of the industry groups food 
(20) wood (25) and non-metallic mineral products (33) behaved 
slightly eratically -ciref lection perh.ci|« of policy changes. Still 
the fluctuation were not large and are ignorable, 
CATEGORY TVJO; 
This category consists of groubj where the import/availa-
bility ratio has fallen appreciably. There are four groups: of 
industries fall in this category - Metal products except machi-
nery and transport eguipment (35) chemicai and chemical products, 
(3J)Electrical machinery apparatus and appliances (37) and 
transport equipment (38) the industry group of electric machinery 
has shown a tremendous progress in import substitution as its 
impott/availability ratio has declined from 35.95 percent in 
I960-61o to the 7.17 percent in 1980-81. 
CA^.EGORY TEJREE! 
This category consists of group where the import/availa-
bility ratio'was high to begin with an'^ contir.ued to remain so 
throuob out the period under study. It is likely that such groups 
face technical or economic constraints that do not allov; a lov/er-
irg of the import/availability ratioO-.e*/ resources, shortage 
of basic inputs and materials, under utilization of capacity 
due to shortage of power, industrial disputes, high cost of 
production and human and non-human factors may be scarce). The 
scope of import substitution is thus limited by exogeneous 
2GG 
factors which may favourable with the^ssage of time. However, 
it has been realized in recent period after the 1980-81, that 
import substitution has become favourable as the output has 
increased over the recent periods. 
There are four industry groups in this category - Petrolieum 
and coal (32) Basic metal industries (34) paper and paper products 
(27) and non electrical machinery (36). 
One thing is to mention here is that, the import-availab-
ility ratio has decreased over the time in this industry. But 
there import availability ratio was higher relative to other 
industries metnioned in category (2). 
Analysis of Import Substitution and Its Relative Share in Output 
Growth by I3oard Sectors of Manufacturing Industries; 
The relative importance of import substitution in output 
growth is measured in three broad sector of manufacturing 
industries during the period 1960-80, in decades of sixties 
and seventies. The total growth of output has been divided into 
broad constituents, i.e. import substitution effect and the 
residual effect i.e. demand effect (Domestic final demand a s 
well as foreign demand) See table vill 10. 
Import substitution seems to be a potential factor in 
development of consumer goods industries during sixties, as its 
contribution in sixties was 44.62 percent in output growth. The 
import substitution ranked second during sixties in the growth 
2C7 
of capital ao^ds industries. Its contribution to output growth 
\-rac 31.6G percent during sixtees. Import substitution in inter-
mediate goods industries accounted 19,78 percent of its output 
growth during 196C-70 and ranked t*'ird. It was due to increasing 
imports during this decade which was used in further expansion 
of industrialization in output growth in general and for the 
export promotion measure in particul-ir. 
The picture of import substitution which emerged during 
sixtees, reversed during seventies. A major set back to import 
substitution was observed during seventies. It was mostly due to 
the export promotion measures under taken since 1966 v/hich domi-
nated during the seventies. The: one of the benefits of devalua-
tion of Indian rupees in 196G was to bring a favourable import 
substitution in Indian economy as it had raised the' import prices. 
But the net effect of import substitution was reduced to almost 
negligible and even negative due to the further liberalizition 
of import policy during latei period of 1966 and in seventies. 
Contribution of import substitution in output growth in 
the consumer goods was negligible in seventies. Impact of Import 
substitution on intermediate rroods sector v-as negative during 
1970-80, It was 15.01 percent which alternatively describe the 
increased value of imports during this decade. It is shewn in 
ta&lc>in chenery ind Maizels measures of import substitution, 
r 
Maizels measure of imriort substitution is a reverse picture of 
cheneiy measure of import substitution. A inrignjfleant magnitude 
of Import substitution of 1,41 percent was remarkable in C'-ipital 
2iVc\ 
goods sector during 19 0- 0 which has declined considerably 
from 31,68 percent in sixties to 1.41 pf^rcent during sevfnties. 
It shi ws a c nside-rable irrportr of c:apital goods, 
CCI^ 'KIBUTIC'N OF DLKAND LXP" NJ30N 111 OUTPUT GROWTIi; 
Relitive importance of demand expansion seems to be more 
efffCtivc ruiina the decades of sixties and seventies, It^ contri-
bution of expansion in output growth was less^ impressive during 
1960's corrpired to 1970's. It was due to the considerable Ir^ tport 
substitution achieved during sixties. However, it reduced during 
seventies which therefore. Increased demand expension in output 
growth during seventies. It is evident from tablet expansion in 
demand was ror.arkable in consumer goods industries it has incre-
ased from 55 percent in sixties to more than hundred percent 
whirh also increased the import demand in the consumer goods 
ind'istries „ The demand t-xpension in termediate industry ranked 
sec-nd as it increased from 80,22 percent to 115,01 percent 
due to decline in Import substitution. It shov;s increasing 
reliance on imports of intermediate products by 15.01 perctnt. 
The drmand «.xpanr.ion in c^ ipital goods sector ranked third during 
the seventies. It increased from 68.32 percent in sixtees to 
'^ 8.'^ 9 p( rc( nt in seventies. It war. due to the low r ste of import 
substitution during seventies in this group of sector. From 
the above observation we realize that the consumer goods 
Inoustrifs and the inlermet'^ iate aoods was seems to be more-
dependent on imports in seventies in comparison to sixties. The 
oit)"th of import substitution was reduced during seventies due 
p i\ •> 
to the increased consumption of capital goods^ Which alterna-
tively increased the imports of capital goods in India. One 
of the significant reason of decline in import substitution 
also serms to be the exapanslon of exports during second half 
of sixtees and during the whole period of seventies. It v/ould 
be explained while analysing the measurement of import substi* 
tution in individual group of industry in next paragraph. 
^^ AGMTUL•E CF IMPORT SUBSTITUTION IN OU'l'PUT GRQWTH IN KANUFAC-. 
TURING INDUSTRIES GROUP: 
The import substitution has been measured during 1960-80 
In Individual Industry group for the period 1960-70, 1970-80 
and 1960-80. further Import substitution has also been measured 
In sub periods i.e., 1960-65, 1965-70, and 1975-80, for a clear 
understanding of relative magnitude of import substitution In 
output growth in comparison to export expenslon and domestic 
demand expansion. It covered, third plan. Annual Plan, Fourth 
Plan and Fifth Plan. For the convinience the industry group at 
two digit level, i.e. from industry group 20 to 39 has been 
divided into two broad classification, i.e. thet trar'itional 
inc'ustries covering from (ASI code 20 to 30) and Non-traditional 
industries (covering from ASI code 31 to 39), pej^T'^^vlKuM 10^11^17] 
IMPORT SUBSTITUTION IN TRADITIONAL INDUSTRIES TURING 1960-1980: 
The ^mport substitution accounted during 1960-70 was of 
the mannitude of 18.53 percent of the n^ j/r-f^ mto industries, 
output growth. It has declined and resulted In negitive import 
su^ s^tltution during seventies of the magnitude of 7,21 percent 
of the total output growth in this year. It shows the rapid 
increase in the imports during scvrntles, Anout 86 percent of 
total imports during seventies was in the non-traditional sector. 
It concentrated in few industries i.e., chemical and chemical 
products; Basic metal industries. Miscellaneous industries and 
in (lectrical machinery and apparatus. Imports in the traditional 
industries i.e, concentrated paper and paper pooducts and in 
Food industries. The direction and magnitude of imports were 
slightly chinged during seventies. It was 16 percent in tradi-
tional industries and 84 percent in Non-traditional industries. 
Imports were concentrated in Food industries; piper and paper 
products: Textiles and printing and publishin-: in traditional 
sector. The imports were concentrated in petroleum and coal 
products, Basic metal indust-yies, chemical industries', i'lachinery 
except electric machinery and in transports equipments. Table VT/T" 
presents the' above mentioned trends. 
It has been observed that imports of traditional indus-
tries were very small in comparision to non-traditional indus-
tries. Traditional industries make a sizeable contribution to 
total output. Therefore, these industries have very low import/ 
availability ratio showing a high degree of self reliance on 
the matter of serving the domestic market. They are, wood and 
cork and paper and j^ aper product w* ich had a high import/avai-
lability ratio around 22 percent in each They declined in the 
subsequ<=nt period due to low import/availability, ratio. There 
contribution is negligible. 
9 7 ^  
Together it com s to Rs.5.047 rupees crores about 8,44 
percent in 1965 over I960, Rs,59.25 crores (about 11 percent 
of total substitution) in 1970 over 1965, Rs.50.57 crores in 
1975 over 1970 and Rs,-809 crores in 1980 over 197'3^  Food, paper, 
textiles wood |TyGciucl'S. made a considerable import substitution 
upto 1960-7B, but during 1975-80, the same industries in tra-
ditional sector were responsible for a huge negative import 
substitution during 1975-80.It was due to the shortages of these 
commodities in domestic industrial output and the incresing 
demand of these product during 1975-80. [3^^ '"-^ "^^  "'' " ^ "^  
The growth stimulations to these industries had largely 
been provided by domestic and external delmand. The export 
expar:ion is signinificant during 1960-65 which is presented 
in tabic'-vj. It had increased during 1965-70 cluf to exports 
prom'tion measures under takrn after 1965 and dur to the positive 
impact of drvalu"ition of curr' ncy in 1966. Contribution of expo-
rts expansion was 12.07 perc:ent of the total output growth in 
traditii on.il industries which out weighted import substitution 
measures^ during sixties. It has increased to 22.08 percent of 
the total output growth durino seventies. The domestic dem-md 
remained constant during sixties and sevfnties but it was the 
dominating factor in stimulating grov/th in Indian manufacturing 
sector in general and traditional industries in particular, 
Merizels measures of import substitution and output growth 
—' IL h I (3 
arc presented in tabled.... Import substitution has saved the 
(-, I- •" ) 
forriqn rxch.inge of Rs.141.5 3 crores during sixties in traditional 
industries but a reverse picturf fmerged during seventies^ it 
has been responsible for the outgo of foreign exchange of Rs. 
171.55 crores during seventfrs. The export expanrion during 
sixt:''es was responsible for import demand of 18.73 crores which 
was a little imnact but it had increased to Rs, 171.55 crores 
durina sevrnties. It represents a very profitable incentives 
to domestic exporters, during seventies. The Impact of domestic 
demand on imriort growth was constant curing si;^ ties and seven-
ties. 
IMPORT SUBSTITUTION IN NON-TRA:.ITIONAL INDUSTRIES; 
Non-traditional industries consisted nine industries Inclu-
ding; chemical and chemical products, petrolled and coal prod-
ucts, non-metallic products, basic metal industries, metal prod-
uctSj Machinerji exc<pt electrical machinery, electrical machin-
ery, transport equipment and miscellencus manufacturing indus-
tries, import substitution accounted for 28,75 percent during 
sixties which was significant achievement of non-traditional 
sector during this period. Import substitution v/es concentrated 
amono petrollum and coal products. Machines except electrical 
machines^ Metal proc'uctfs except machinery and transport equlp-
ment, electric machinery and basic metal industries. From tabled-( 
It Is evident that import substitution has considerably declined, 
over the period 1965-70 In comparison to 1960-65. The fall In 
Import Substitution observed in chemical and chrmical products^ 
Petrolium and coal products. Non-metallic mineral products, 
Basic met il industrit^, metal product. Transport equipment 
and in misc^lleneous industries, 
Np-ative imnort substitution was observed during seven-
ties giving a deep set back to import substitution during this 
period. The negative substitution accounted for the T.TS/of the 
non-traditional sector. It was observed in petroliam and coal 
product, non-metallic mineral products, metal products transports. 
The rest of the industries registered positive pT?.|>C!7ii substitu-
tion, althtugh their magnitude was considerably low. These in-
dustries Here: Machineries except'' electrical o'viccinvrx^ . One 
of the interesting' point was that import substitution which was 
mostly concentrated in non-traditional industries till 1970 
was mirked negative import substitution r'uring 1970-75 and posl-
tltre import substitution in the same period was observed in 
traditional sector. However, in 1975-80 negative import substi-
tutiOf-i, obixiyv/c^  in both traditional as well as inon-traditional 
sector in total output growth. Chemical, Basic metal industries 
electrical machinery and transport equipmc nt observed positive 
import substittution despite of low magnitude during 1975-80 
in conpar jtsicn to 197u'-75 in which these industrif s observed 
negative import substitution. The rest of industries in non-
traditional sector observed negative import substitution in 
both the sub period or shown a declining trend in import subs-
titution during 1975-80 over the 1970-75. 
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The idcntlc>jl t i rnd in iwijurt sul .s t i tut ion VIAS observed 
by the I-^izels mea: ures of irrpc r t subs t i tu t ion in non- t radi -
t iona l sector during 1960-80.Trend of import subs t i tu t ion , 
export -expansion and domestic demand in growth of output 
of industry' group can be observed from tabre\during sixtlejs 
and sevent ies . Import subs t i tu t ion was responsible for the 
saving of Rs, 1,347.85 crores during s i x t i e s . But during seven-
t i e s i t was responsible for increase In import b i l l of the 
magnitude of Rs. 15 37.25 c ro r f s . Demand of in'ports due to 
exports has increasing from Rs. 100,84 crores in s i x t i e s to 
Rs, 220.22 crores during sevent ies . These factor were responsi-
b le in the fa i lure of irrport subs t i tu t ion attempts during 
sevent ies . Domestic demanc of the inports has increased from 
Rs. 15 37.25 crores to Rs. 4114.49 crores thereby shov/ing a 
dominance in import gxov;th during 1975-80* 
Despite of the expansion in export promotion measures 
vjjL 0 •) 
unde r t a b l e d u r i n g t h e s i x t i e s and s e v e n t i e s t h e e x p o r t demand 
of o u t p u t cou ld not i n c r e a s e s i g n i f i c a n t l y , I t d e c r e a s e d from 
4 .37 p e r c e n t t o 2o96 p e r c e n t of i n t e r n a l o u t p u t growth i n seven-
t i e s ove r t o s i x t i e s . The d o m e s t i c demand of o u t p u t g rowth 
remained c o n s t a n t d u r i n g s i x t i e s and s e v e n t i e s . 
ANALYSIS OF I^ SPORT SUr.vSTITUTION AT T^mLE DIGIT LhVEL OF 
A . S . l T CLASSIFICATION: ~" " • • - -
P e r c e n t a g e of impor t c o n t e n t i n t o t a l e s t i m a t e d s u p p l i e s 
(b) and t o t a l e s t i m a t e d s u p p l i e s and t h e i r annua l compound 
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grov;th rates has hee:n given in table^ 'J«^-/.-tikl '1,^:2. • 
Inports cf traditional industrial products arr concen-
trated in Dair\- products (202), fruits and vegetables (203), 
grain mi.M product (205), rriscelleneous food preparation (209), 
spinning,, weaving (231), textiles (239), sav/ mills (251), paper 
and paper products, printing etc (280), rubber products (300)^ 
Among the non-traditional products, basic chemicals including 
fertilizers (311), paints ana varnishes (313) Miscellaneous 
chemicals (319), petroleum products (321), glass and glass 
products, clay products (3 33), Iron and steel (341), Non-
ferrous Mftals (342), Metal products (350), Non-electrical 
Machinery (360), Electrical Machinery (370), Rail road equip-
ment ( . ,, MO-tor Vehicles (384), Jewellery and related Products 
(394), Photographic and Optical goods (392), Professional and 
scientific Instruments (391), Aircraft (386) are major irrports. 
Among the traditional industries. Dairy Products(202), Grain 
Mdll Products (205), Bakery Prociucts, Sugar Products (207), 
Miscellaneous Food (209), Distilling (291), Tobacco (220), 
Spinning,, weaving, etc, (2 31)^ Rope Industries (233), Textiles 
n.e.c. (239), Footwear (241), Saw Mills (251), Paper and Paper 
Products (271), Printing etc. (280), Tanneries (291) and Rubber 
Products (300) are important in production. Among the non-
tiaditional industries Basic Chemicals including Fertilizers 
(311), Vegetable and Animal Oils andFats (312), Paints, 
Varni ihcs and Lacquers (313), Petroleum Ref inar tes (321), 
Miscellaneous Prooucts of Ptetroleum and Coal (329), Glass 
and Glass Pioducts (332), Non-Metallic Mineral Products n e . c . 
(339), Hydraulic Cc^ment (3J4) , I ron and S t e e l Basic I n d u s t r i e s 
(341), Nor-Ferrous Basic Metals (342), Metal Products except 
Machinery and Transport Equipment (350), N o n - e l e c t r i c a l Machi-
nery (36(3), E l e c t r i c a l Meichineiy (370), Sh ipbui ld ing and 
Repair ing (381), Rai lroad Equipment (382), Manufacture of Itotor 
Vehicles (383), Repair of Motor Vehicles (384), Motorcycles 
and Bicycles (385) a re a l l prominent i n p roduc t ion . A i r c r a f t , 
S c i e n t i f i c in s t rument s . Photographic and o p t i c a l goods, watches 
and c locks , jewel le ry and r e l a t e d products a rc importaixx lYi-' 
imports but not important in p roduc t ion . I m p o r t - a v a i l a b i l i t y 
r a t i o s a r e very high in 1960 and remain so throughout for these 
products bu t t h e i r weighty in t h e t o t a l i s s m a l l . Among la rge 
n o n - t r a d i t i o n a l i n d u s t r i e s , i m p o r t - a v a i l a b i l i t y r a t i o s a re 
q u i t e high in 1960 for Basic Metals (342) 75%, 78%,' Metal 
products (350) 25%, N o n - e l e c t r i c a l machinery' (370) 70%, Motor 
v e h i c l e s (383) 22%, Railroad Equipment (382) 20%, Petroleum 
Ref ine r ies (321) 59%, Paints and va rn i shes (313) 47%, vege tab le 
Oils and Fats (312) 42%, and Basic i m p o r t - a v a i l a b i l i t y r a t i o s 
a r e high i n 1960 only in t h e case of F r u i t s and vege tab le s 
79%, Dairy products (202) .38%, Grain Mill Products (205) 16%, 
Wine I n d u s t r i e s (212) ITU, Saw M i l s (251) 21%, Cork and Wood 
Product- . . . I . e . (2_9) 26%, Paper and Paper Products (271) 
ci ( I 
22%, aid leather Products (293) 53%. Only (202), (205) and 
(251) are prominent in production, ftoreover, these ratios 
sharply decline during the subsequent period except for fruits 
and vegetables. In the case of non-traditional industries, 
these ratios decline substantially in all cases and all these 
groups are prominent in production. So we find that at 3-
digit level, import substitution was substantial in these 
industries, 
RELATIVE IMPORTANCE OF IMPORT SUBSTITUTJNG I^mUSTRIES: 
It has been observed from tableUi//,-/^  that Machinery-
other than electric machinery ranked first in import substi-
tution. OtlidiLindustries which had high potential for import 
substitution ha.^  be^ n^ identified are, petroleum and <:oal, 
electrical machinery, Basic Metal industries. Metal Products, 
chemical industries and transport and equipment industry. It 
has been found that import substitution constitutes a consi-
derable roie in output growth of the above mentioned indus-
tJTies during 1960-80. 
It has also been observed that as magnitude of import 
substitution has increased the capital intensity of these 
industry has also increased over the period 1960-80. Capital 
labour ratio of import substituting industries has been 
increasing gradually since 1960. 
i.)ne of t h e impac t of imi:>ort s u b s t i t u t i o n p o l i c y on 
I n d i a n i n d u s t r i e s had been , t h e i n c r e a s i n g c o s t of p r o d u c t i o n 
i n i r a n u f d c t u r i n g s e c t o r . A s i m p l e e s t i m a t e of c o s t of p r o d u c -
t i o n i n t e rms of e f f i c i e n c y i n d i c a t o r i . e . r a t e of n o n - c a p i t a l 
c o s t t o v a l u e added e s t i m a t e d t h a t e f f i c i e n c y i n d i c a t o r which 
was 3 . 0 8 2 - ^ 1 9 6 0 i n c r e a s e d t o 4 .137 i n 1 9 8 0 - 8 r , I t r e p r e s e n t e d 
t h e i n c r r a i i n g c o s t of p r o d u c t i o n i n m a n u f a c t u r i n g s e c t o r 
s i n c e 1960 ( see t a b l e ) . 
TABLE-No. t-yif[ I'l R e l a t i v e Impor t ance of Impor t 
S u b s t i t u t i n g I n d u s t r i e s 1 9 6 0 - 8 0 . 
INDUSTRY Imp.Sub/Outi:)Ut growth R a t i o i n 
i m p o r t s u b . 
36. Machinery o the i than 61,51 1 
e l e c t r i c machinery 
38. Eetroleum and coa l 40.06 2 
37. E l e c t r i c a l mch ine ry 32.06 3 
34. Basic Mital I n d u s t r i e s 21.98 4 
35. Metal Products 18.70 5 
3 1 . Chemical i n d u s t r i e s 16.19 6 
38. Transport equipment 8.81 7 
2 1 . Beverages 7.55 8 
30. Rubber products 7.29 9 
27. Paper and paper procucts 3.28 10 
23 . Tex t i l e s 3.18 11 
28. P r i n t i n g indus t ry 1.56 12 
33. Non-metall ic indus t ry -3 .86 13 
minera ls 
39 . M l s c e l l e n e o u s i n d u s t r y - 6 , 5 6 1 4 
2 0 . Food i n d u s t r i e s 12 .19 15 
'>• ViJya,, i^ 'A : ti.<ii' of r'aetr.r Iritnn.'.l. t l r r on In-ii^m ^ anL.ra-turi ny 
doctor with rf.f«r-nc^ to import ^u^!,Ututio^Artri.'i Vijnana.n, . " 
2r Jan.,.1977, i'l-. B}-&A,. 
< 1 1 - •• ' 
TABLE-No..^'ii' ^ B i e a l up of Gross o u t p u t I n t h e I n d i a n 
Manufac tu r ing S e c t o r I n 1960^ 1970 and 
1 9 8 0 - 8 1 . 
COST OE' P1<CDUCTI0N/YEAR 1960 1970 1980-81 
1, Total i n p u t s , (cost of mater-
i a l , fuels purchased s e r v i -
ces and o thers e t c ) 69.29 69.80 75.63 
2 . Cost of d e p r i c i a t i o n 3.29 4,95 3.48 
Input t o t a l inc lud ing 72-56 74.75 79.11 
d e p r i c i a t i o n 
3 , Emoluments s a l a r i e s , wages 15.29 13.31 10,79 
and money value of J&enefits 
4 . Non-wages (rent and i n t e r e s t 
e t c ) 12.15 11.94 10.19 
Value added 27.44 25.25 20.89 
Gross Output Rs. c rores 100,00 100.00 100.00 
3150.38 11399.39 -50316.00 
Eff ic iency I n d i c a t o r I 3.082 3.292 4.137 
Ra t i c of non -cap i t a l cos t 
to va lue added. 
I . I n d i c a t o r of over a l l e f f ic iency i n , C + C^ + C + C./V 
•^  m f ps 1' 
or cost of total inputs + co:3t of emoluments/V 
here Cm = cost of material, Cf = coLt of fuel, C = cost 
ps 
of purbhased s e r v i c e s , C = S a l a r i e s , wages and money va lue 
of b e n e f i t s V = Value added. 
SOURCE: Estimated from ASI da ta a v a i l a o l e in ASI (Census 
Sector ) of C.S.O, va r ious i s s u e s , p u b l i s h e d by 
Department or S t a t i s t i c s , Govt of I n d i a , Calcutfea, 
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COMMENTS ON RESULTSt 
1. I t has been observed from the various measures of 
import subs t i tu t ion that in-'port subs t i tu t ion i s r e l a t i ve ly 
and absolutely more prominent in the new non- t radi t ional 
i ndus t r i e s . Even here the share of import subs t i tu t ion in 
the growth of output i s smaller than the share due to domes-
t i c and extennal demand. However, t h i s l a t t e r influence i s 
l e s s pioiTiinent in the non-tradi t ional industr ies than the 
t r ad i t i ona l one, 
2. In many t r ad i t i ona l as well as non- t rad i t iona l indust-
r i e s , the import subs t i tu t ion as a stimulus to growth i s 
neaiiiig 7niix;i7nu-Ha because import ava i l ab i l i t y r a t i o s are 
nearing zero, 
3. Some industr ies in 1970-8D experience negative import 
subs t i tu t ion r , g . Iron and s t e e l , letxoleum re f ine r i e s , Basic 
chemicals. I t i s only non-electr ical machinery which made a 
su'-;stantial contribution to import subs t i tu t ion curing 1970-86. 
Import s u t s t i t u t i o n was on the whole negative. I t shows that 
an impulse of import subs t i tu t ion cannot be sustained for a 
long tirre. I t i s worth noting that in addition to indus t r ies 
mentione<i above there are many indust r ies which show a negative 
though small, contribution, to import.j l ike canning and preser-
vation of f ru i t s and vegetables, sugar factor ies and r e f ine r i e s . 
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tobacco manufacturing, spinning, weaving andfinishing of 
textiles, furniture and fixture, rubber products, non-ferrus 
basic metal industries, electrical machinery, rail-road 
equipment, motor vehicles etc. 
This evifience strengtheTv- the view that the import 
substitution bias in our trade and industrial policies must 
be chdng€K3, Internally generated demand push can lead to 
further industrial expansion but will call for complementary 
imports. This now can be allowed, in view of mounting exchange 
reserves., 
4, The negative magnitude of import substitution by these 
measures during seventies intends to show that import substi-
tution is responsible for retarding the grov/th in industrial 
sector, therefore effecting the economic growth adversely 
(the measuiers of substitution (-oes not take other factor 
into consideration for retarding growth, v;hich had ttself 
retarded import substitution in Indian economy, these may be 
the liberalization of trade policy led to competition from 
imports, capacity under-utilisation, and indegcneous cons-
traints in the domestic production). 
5, Contribution of exports in output growth is slightly 
growing after 1960 over the period 1980-60, It has been 
2?^2 
oDstrved that contribution of traditional industries in 
export i;^  high in comparision to non-traditional goods. It 
is expected that non-traditional exports would expands rapid-
ly after 1980, Anyway export expanc;ion seems to have played 
a positive role during seventies in comparision to import 
substitution over the period, 
6, Demand expansion emerged as influential factor for indus-
trial growth in India. It dominated over the whole period 
196C-80, It was realized that indigeneous factors are more 
growth oriented relative to exogenous factors. Hov/ever, in 
the future it is realized that demand expansion would be the 
main catflyst agent of growth but it will call fourth for 
corrplementary impotts. Increasing imports may again creates 
a situation of foreign exchange cri.':es, in near future. This 
trend would again turned in favour of dependence on foreign 
cU-f'^  which was reduced during period discussed above. 
7. Tn light of the above observations, the import substi-
tution should not be undertaken in negative terms. The imports 
substitution policy during the fifties was able to turn the 
traditional nature of economy into non-traditLonals, which is 
a index of developments. The long term objectives of import 
substitution policy initiated during fifties was fruitful in 
bringing structural change in India's imports and domestic 
production over the period 1960-1980, 
P83 
8. It has been observed during 1950-80 that considerable 
exports surplus generated in non-traditional sector and itKcu> 
b-tJ^ -Tjincreasing even after 1980 progressively. Therefore^ 
replacement of import of non-traditional sector during fif-
ties by generation of exports during seventies indicate 
index of development initiated by import substitution must 
be paid respect in the long run growth, 
9, Scope exist for Import substitution in many new areas 
and even in the existing capital good industry which should 
be followed with full attention in regard to recent develop-
ment in trade policy. The import of technology, foreign 
investment and lilieralization of imports would again concen-
trate an imports of sophisticated goods and even in existing 
industries in the capital goods sector due to inadequacy 
of domestic availabilities. 
-x-x-x-x-x-
rf\e>uE-WL-l 
do t 
Va_lur o'' i rc '-^uctipn in ^p.'3ip.n_ ^:'pr-.'f?9j?'J~j^Ll 
S e c t o r 196C-1980 , , 
Li t c u r r e r t n r i c e s J 
MJo. i n c r o r e s ) 
" ^ ^ ^ l.Alh FOF TilE 1I .LU./ :RY 1900 1965 1970 1975 1980'3I 
2C. Ford 673.40 1080.35 1801.36 2842 .57 5239.45 
2 1 . Bcv^raoe 0.96 22=43 56 .84 192 .35 284 .79 
2 2 . Tobacco 82 .90 150„94 249 .44 311 .77 471=79 
2 3 . T e x t i l e s 93:^.38 1541.54 2286 .73 3611.39 7496 .66 
2 4 . F o - t v r a r f c v e a r i n g a'.->arel 4o48 15 ,75 26o95 47 .49 297 .08 
25 . Wo. ^ c . ^ : h, r x c r p t f u r n l t u r e l l . 8 4 2 6 . 8 6 32 .63 7 4 . 1 6 106,10 
2 6 . F u r n i t u r e .ond f i x t u r e 9 . 4 1 2 2 . 0 0 35 .28 61 .40 115 .81 
2 7 . Pape r ind n a p r r p r o d u c t s 64 .44 1 1 4 . 5 3 231 .96 4 9 0 . 1 3 900.92 
2 8 . Tr in tanr - md p u b l i s h i n g 54.42 9 5 . 1 1 145 .08 2 2 0 . 0 0 405.22 
2 9 . L e a t h f r and f u r p r o d u c t s 16 .85 25 .50 48.74 97 .24 268.82 
3C. r.uH-er p r o d u c t s 66 .56 133 .51 232 .86 377 .94 746 .21 
3 1 . Chenucax .,i>d c h e m j c . l 241 .35 590 ,51 1354 .13 3417.92 7158.88 
torcd'.icts 
32 . Coal&petro leum p r o d u c t s 50 .95 120 .30 341.6G 1210 .05 4482 .68 
3 3 . N o n - m c t a l l c n r o d u r t s 116.69 231„39 363.20 603 .61 1445.27 
3 4 . B a r i c p r o d u c t s e x c f p t 312 .58 746 .97 1264 ,53 3231,02 6044.56 
mechan i ca l t r a n s p o r t 
equi i mcnt 
35 . K e t a l p r o d u c t s e x c e p t 68 .29 163.64 251 .37 386 .26 758 .70 
B a r i c in f ta l i n d u s t r i e s 
3C. Mechar.irrr e x c e p t e l e c t i c a l 
machine 82 .36 287 ,22 5^1.02 1 2 0 9 . 8 8 2890,37 
37 . I ^ l r c t r i c a l machine 100.04 289 .14 e<^.9(< 1204 ,64 3023.80 
3 8 . T r a n s p o r t equipm.ent 275 .28 579 .94 845 .76 1433 .20 3120.10 
39 . K i r c e l l a n e o u s p r o d u c t s 2 6 . 4 7 74 .00 1 2 9 . 7 1 1 1 2 . 2 1 336.04 
5 1 , T r a d i t i o n a l Indi r t r i e s 75 .88 2 6 8 . 2 1 822 .98 1256 ,17 4099 .94 
T o t a l I n d u s t r i a l P r o d u c t i o n 3274 .53 6587.84 11690.85 21391.71 49692.52 
SOURCE:- Annual Survey of I n d u s t r i e s , V o l . I (Census s e c t o r ) 
Changp In Value of Production during 1960-1980 <~ <"•* '^ 
(at current prices) 
(RS, in crores) 
CODE ^^ "^I^ USTRY GROUP 1960-65 1965-70 1970-75 1975-80 1960-80 
2p. Food 414.75 713.01 1041.31 2396.78 4566.05 
21. Beverage 15.47 34.41 135.51 92.44 277.83 
68.04 
608.16 
98.05 
745.73 
22. Tobacco 62.33 159.35 388.22 
23. Textiles 1324.66 3885.27 6563.28 
24. FootwearScwearing apparelll.27 11.02 20.54 249.59 292.06 
25. Wood,cash,except 15.02 5.97 41.33 31,94 94.26 
furniture 
26. Furniture and fixture 12.59 13.28 26.12 54.41 106.04 
27. Paper and paper products50.09 117.43 258.18 410.78 836.48 
28. Printing and publishing 40.69 49,97 74.92 185.22 350.80 
29. Leather and fur products 8.65 22.74 49.00 171.58 251.97 
30. Rubber products 66.95 99.35 145.08 368.27 679.65 
31. Chemical^chemical 349.16 763.62 2063.7 9 3740.96 6917.53 
products 
32. Coal&petroleura products 69.71 221.38 868.68 3272.63^4432.18 
33. trn-metalic products 114.70 131.81 240.41 841.66 1328.58 
34. Basic products except 434.39 517.56 966.50 3813.54 5731.98 
mechanical transport 
equipment 
35. Metal products ^ c e p t 95.35 87.73 134.89 372.44 690.41 
Basic metal i n d u s t r i e s 
36. .^( chanism except e l c c - 204.86 263.80 658.86 1680.49 2888.01 
t r i c a l machines 
3"/. E l e c t r i c a l machine 189,10 329.76 585.94 1818.96 2923.76 
38. Transpor t equipment/ - _ _ _ _ 
39. Miscel laneous products 47.53 ' 55.71 - 17.50 223.83 309.57 
b l . T r a d i t i o n a l I n d u s t r i e s 192.33 554.71 433.19 2843.77 4024.06 
Totoal Change in I n d u s t r i a l 3313.31 5103.01 9700.86 28300.81 4641000 
SOURCE:- Comp.u-ted from T a b l e - 1 . 
loLWL-M-l•j^ 
Change In I n d u s t r i a l Output During 1960-80 
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(a t c u r r e n t p r i c e s ) 
(value in Rs. c ro res ) 
ASP 
CCDE 
2 0 . 
2 1 . 
2 2 . 
2 3 . 
2 4 . 
2 5 . 
2 6 . 
2 7 . 
2 8 . 
2 9 . 
30 . 
3 1 . 
3 2 . 
3 3 . 
34 . 
3 5 . 
INXUSTRY GROUP 
Food 
Bevrrage 
Tobacco 
T e x t i l e s 
Footwear and wearing 
appare l 
Wood, cash, except 
f u r n i t u r e 
Fu rn i tu r e and f i x t u r e 
Paper and paper products 
P r i n t i n g and pub l i sh ing 
Leath r and fur products 
Rubber products 
Chemical and petroleum 
Coal ind petroleum 
Noh-metal l ic minera l 
products 
B a d e metal i n d u s t r i e s 
Metal products except 
1960-70 
1127.96 
49.. 88 
166.54 
1353.55 
22.47 
20.99 
25.87 
167.62 
90.66 
31.87 
166.30 
1112.78 
290.73 
246.51 
V 
951.95 
183.08 
1970-80 
3438.09 
227.84 
221,68 
5209.93 
270.13 
73.27 
80.53 
668.96 
260.14 
251.97 
513.35 
5804.75 
4141.00 
1082.07 
5731.98 
507 .33 
1960-80 
4566.05 
277.83 
388.22 
6563.28 
28.26 
94.26 
106.04 
836.48 
350.80 
251.97 
679.65 
6917.53 
4432.18 
1328.58 
5731.98 
690.41 
36. 
37. 
38. 
39. 
TOTAL 
mechanical and transport 
equipment 
Mechanism except electrical 
products 
Electrical products 
Transport equipment 
Mscellaneous products 
468,66 
518.66 
570.48 
.103.24 
7662.02 
2339.35 
2404.09 
2274,34 
206.33 
31018.60 
2808.01 
2923.76 
2844,82 
309.57 
46418,00 
SCULCi;:- Cociputed fron ilabls-l 
'ablii- mi^-o 287 
Value of Imports in Indian Manufacturing '^-ector 
(1960-1980') (at current prices) 
(RS. in crores) 
AST 
CCDE "^^ "^ ^ °^ ^^^ Indust ry 1960 1965 1970 1975 1980 
20. Food 45.28 69.27 92,72 99.15 957.17 
2 1 . Beverage 0.57 0.37 0.29 0.67 0.61 
22 . Tobacco O.Ol 0.17 0.02 0.15 0.15 
2 3 . T e x t i l e s 35.22 34.64 13.54 23.38 59.04 
24 . Footwcar&weating appare l 0.00 0.03 0.21 0.10 0.34 
25 . Wood,cash, except f u r n i t u r e 3.18 1.38 0„84 1.52 2.19 
26. F u r n i t u r e and f i x t u r e 0.11 0.11 0.15 0.19 0.65 
27. P a p T andjcaaer products 18.46 19.26 37.29 68.66 186,51 
28. P r i n t i n g and pub l i sh ing 2.81 3.21 5.97 8.23 17.02 
29. Leather and fur products 0.34 0.08 0.07 0.13 1.37 
30. Rubber pror^ucts 3.64 1.16 2.56 6.26 18.00 
3 1 . Chemjcal&chemical products 92.06 123.19 240.11 754..Q8 1182.08 
32. Coal ^ petroleum products 69.47 33.69 30.86 198.75 1914.50 
33. Non-metalic products 6.25 4.83 8.70 9.18 138.48 
^^* ^ f i ^ ^ r ^ ' ' ' ' ^ ' ^ r""^^^ "^^°JT69O25 166.90 267.48 S97.55 1329<,84 l a i c a l t r a n s p o r t equipment 
35. Metal products except Basic 
metal i n d u s t r i e s 23.71 19„40 11.06 28.49 89,45 
^^' c a f m a c M n e r ^ ' ' ' ' ^^^"^^^^-201 .31 332.44 256.93 396.45 1115.28 
37. E i r c t r j c a l machines 56.15 87.13 69,30 150.13 233.53 
38. Transpor t ecjuipment 69.24 68.90 58.26 122.90 470.88 
39. Miscf l lanr- ' -- r^r--^ ±. 12'.42 16.88 51.03 89.60 187.54 
Tota l I n d u r i r i a l Imports 809.48 983.04 1147.39 2555. 87 7895.8 0 
SOURCE: ^•onthly S t a t i s t i c s of Forrjqn Trade, V o l . 1 1 . 
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(at current prices) 
( Rs. in crores ) 
AS I 
CODE 
IKDUSTKY (;ROUP 1960-65 1965-70 1970-75 1975-80 1960-80 
§0, Food 
21. Beverage 
22, Tob'cco 
2 3. Textiles 
24. Footwear'Swearinq 
u'^pirel 
23.99 
-0 .2 
.0.16 
-0 .58 
0.03 
25. Wood,each,except f u r n i - 1 . 0 8 
t u r e 
26. F u r n : t u r e and f i x t u r e 0.00 
2 7. Paper and paper p roduc t s .80 
28 . P r i n t i n g and pub l i sh ing0 .40 
29. Leather and fur imducts^ ^, 
—U. ^'b 
li^. Hubber products - 2 . 4 8 
31 . Gherrical and chemical 31.13 
products 
32. Coal'Sipetrolcum p rod t s -35 .78 
33. Non-metalic products - 1.42 
34. B is ic products except p - j . 
mrchan ic i l t r a n s p o r t 
equinomtn 
35. Metal products except -4 .31 
bar-ic mt ' t i l {industries 
36. Mechanirm except e l e c t -
r i c a l machines _ 131.13 
37. E l e c t r i c a l machine 30.98 
38. Trnnsport enuinren t - 0.34 
39. M s c e l l a n e o u s products 4.46 
Tota l 
23.45 6,43 848.02 901.89 
-0 .08 0.38 - 0.06 0,04 
-0 .15 - 0.13 0.00 0.14 
-21 .1 9.84 36.03 24.19 
0.18 0.11 0.24 0.34 
- 0 . 5 4 
0.04 
18.03 
2,76 
0.01 
1.40 
8.34 
0.68 0.67 - 0.99 
0.04 0.56 0.54 
31.37 117.85 168.05 
2.26 8.79 14.21 
0.06 1.26 1.03 
3.70 11.74 14,36 
116.92 513.97 428.80 1090.80 
- 2.83 167.89 1715.75 1845,03 
3.87 0.48 129.3 132.23 
100.58 330.58 732.29 1160.59 
17.34 60.96 65.74 
-76.14 139,82 718,53 913,97 
-17 .83 80,83 83.40 177.38 
-10.64 64.64 347.98 401,64 
34.15 38.57 97.94 175.12 
SLUKCE: - Com U!ed from t a b l e - 2 . 
^han 'P In Imports 
(Value in Rs, c ro r e s ) 
(a t c u r r e n t p r i c e s ) 
^ ^ g IKEUJTRY CROUP 196C-70 1970-80 1960-80 
20. Food 47.44 ft54.45 901.89 
2 1 . Beveriqe - 0.28 0.32 0.04 
22. Tobacco 0.01 - 0.13 0.14 
2 3 . T e x t i l e s -21 .68 45.87 24.19 
24. Fc twcar & weaiing appare l 0.21 0.13 0.34 
25 . Wcod^ cash ,excep t f u r n i t u r e l . 6 4 1,35 -0 .99 
26. F u r n i t u r e and f i x t u r e 0.04 0.60 0.54 
27. Paper and pap . r products 18.83 149.22 168.05 
28. P r i n t i n g and pub l i sh ing 3.16 11.05 14.21 
29. Leath<r and fur products 0.74 1.84 1.03 
30. r.ubl cr products -1 .08 15.44 14.36 
3 1 . Chpmical6.chemical productsl48.C5 942.77 1090.82 
32. CoaUpetroleum products -38 .61 1883.64 1845.03 
33. Non-metalic products 2,45 199,51 132.23 
34. Basic products except mecha-
nical transport equipment 98.23 1062.87 1160.59 
35. ;^etal nroductS except Basic 
metal industries -12.65 78.39 65.74 
36. Mechanism except e l e c t r i c a l 
m.ach:-es 54.99 858.35 913.97 
37. E l r c t r i c a l machine 13.15 164.23 177.38 
38. Transpor t equipment -10.98 412.62 401.64 
39. Kisce l laneous products 38.61 134.97 175.12 
T u d i t i o n a l I n d u s t r i e s 48.75 1080.14 1133.08 
14.38'/- 16.0% 15.85% 
Kon-traditional Indu.-tries 290.24 5667.35 5962.52 
85.62% 84.0}" 84.15% 
Tota l I ndu i : t r i t s 338.99 6747,49 7086.32 
100.0% 100.C% 100.0% 
oomputhM front labl.»-2. 
Valup of Exports In Indi^ in Manufacturing 
Sector ( 1960 -~1980 ) 
2*^0 
(a t c u r r e n t pri ces) 
(li.;. in c ro re s ) 
CCDE ^ ^ ^^ ^"^' INDUSTRY 1960 1965 1970 1975 1980 
20. Food 200.Gl 2!^,2.43 375,62 1072.32 1479.48 
2 1 . Beverage .00 .41 .01 .09 .64 
22. Tobacco 15.47 2>,.32 32.75 94.20 16.27 
2 3 . Texct^iles 223.52 281.98 356.80 558.55 1016.41 
24. Footwear Swearing appa- 3.71 9.31 28.19 178,23 605.36 
r c l 
25. Wood, cash ,excep t fu rn i tu reO. lS 0.17 1.50 7.16 14.57 
26. F u r n i t u r e and f i x t u r e 0,24 0,26 0,60 2,90 4,87 
27. Paper & paper products 0,55 0,87 5,97 5,74 5,90 
28. r r - ;n t ing and pub l i sh ing 0,73 1,22 1,63 3,53 7,42 
29. Leather and fur products 25,94 28,23 74.59 18.7,54 337,14 
30. rubber products 0.36 2.08 5.99 13.44 25,77 
31 . Chemical and chemical 19,00 16,13 40,2 104,10 231.02 
products 
32. Coal&petroleum products 5.32 7.06 10.11 23,11 24,90 
33. Non-metal l ic products 2.60 3.16 6.88 35,19 44,03 
34. Basic products except mecha-
n i c a l t r a n s p o r t equipment 8,14 17.33 110,46 279,78 83.80 
3 5 , . M e t a proc'ucts except 0,59 3,71 27,55 79,92 184.66 
Basic rretpl •'  )6^-"^* • ' c 
36. Mechanism (-xcept e l e c t r i -
ca l machines 1,68 4.56 27.06 97.74 221.83 
37. E l e c t r i c a l machine 1.17 3.01 16.69 62.04 107.64 
38. Transpor t eqxiipment 0.66 2.41 27,40 78,47 195,44 
39. Miscel laneous products 4,90 18,01 68.78 186,50 270,54 
Total I n d u s t r i a l Imports 515,54 674,66 1217,06 3070,55 4877,69 
SLii.CE: Monthly S t a t i s t i c a l of Foreign Trade o f " lnd ia Vol.11." 
f^hL m.tS'1 2S1 
Chanor i n I n d u s t r i a l E x p o r t s d u r i n g (19^0-80) 
(Value i n Rs. c r o r e s ) 
( a t c u r r e n t p r i c e s ) 
ASP INDUSTRY GROUP 
CCDE 
1960-65 1965-70 1970-75 1975-80 1960-80 
2 0 . Food 
2 1 . Bpveraqe 
22 . Tobacco 
2 3 . T e x t i l e s 
5 1 . 2 8 
0 .41 
6 .85 
58 .16 
2 4 . Footwear&v/raring a p p a r e l 5 .60 
2 5 . Wood, ca sh e x c e p t f u r n i - 0.02 
t u r e 
2 6 . F u r n i t u r e ind f i x t u r e 0.C2 
2 7 . Paper&paper p r o d u c t s 0,32 
2 8 . P r i n t i n g and p u b l i s h i n g 0 .49 
2 9 . L e a t h e r md f u r p r o d u c t s 2 .29 
3 0 . Rubber p r o d u c t s 1,72 
3 1 . ChemacalS'Chmcal p r o d t s . - 2 . 8 7 
3 2 . Coal i>petroleum p r o d u c t s 1,74 
3 3 . Non-nnetal ic p r o d u c t s 0 .56 
3 4 . B d s i c pros luc ts excej i t 9 .19 
m e c h a n i c a l t r a n s p o r t 
equ ipment 
3 5 . > i r t a l p r o d u c t s e x c e p t 3.22 
B a s i c m e t a l i n d u s t r i e s 
36 . Mechanism excep t e l e c t r i -
c a l machines 2 , 8 8 
37 . E l e c t r i c a l machine 
38 . T r a n s p o r t equipment 
1.84 
1.75' 
39. Miscellaneous products 13,11 
Total change in Indutrlei -159,12 
Exports. 
123.19 
- 0.4 
10.43 
74.82 
18.55 
1.33 
0,34 
5.10 
0.41 
46.36 
3.91 
2 3,89 
3.05 
3.72 
93.13 
23.84 
22.5 
12,58 
24.99 
696.70 407.16 1278,87 
0.08 0.55 0.64 
61.45 77.93 0.80 
201.75 457.86 792.59 
150.04 427.13 601.65 
5.66 7,41 14.42 
2.30 
- 0.23 
0.19 
1,97 
0.16 
3.89 
4,63 
5.35 
6,69 
311.20 
25.41 
112.95 145,60 
7,45 12,33 
64,08 126,92 212.02 
13.00 1.79 191.58 
28.31 8.84 41.43 
169,32 -195.98 75.66 
52,37 104.74 184.17 
70.88 124,09 220.15 
46.35 45.60 106.47 
51.07 116.97 194.78 
50.77 117.72 84.04 265.64 
542.94 1852.95 1807.14 4362.15 
SOUlvCE:- Ccnouted from, table.3, 
IdLL-viiL 3-^ 2:K-2 
ChongF In Inc^jstrial Export during 1960-1980 
ASP 
CODE ^n^^stry Group 1960-70 1970-80 1960-80 
20.1 Food 
2 1 , Bevrragr 
22, Tobacco 
2 3 . T e x t i l e s 
24. Footwear&wearinq anpare l 
25. Wood,cash,except f u r n i t u r e 
26. F u r n i t u r e and f i x t u r e 
2 7. Paper and paper products 
. '8 . P r i n t i n g and pub l i sh ing 
29, Leath' r and fur products 
20, Rubber products 
31, Chemical and chemical products 21.02 
32. Coal^potroleum products 
3 ' . Non-metal l ic products 
34, Basic products except mechanical 
t r an i p o r t equipmt nt 
35, '^( t a l ->roc u6ts except Basic 
mf t i l indu-^ t r i e s 
36, Mechanism except e l e c t r i c a l 25.38 194.77 220.15 
machines 
37, Elec t r i a l machines 
3P. Transpor t equipment 
39, Miscel laneous products 
SuURCE:- Comput'-i from THblf!-;?. 
175 ,01 
, 0 1 
1 7 , 2 8 
132 .98 
2 4 . 4 8 
1.35 
0 .36 
5.42 
0 . 9 
48 .65 
5 . 6 3 
.  
4 .79 
4 . 2 8 
a l 
102.32 
27 .06 
1103„86 
0 . 6 3 
- 16 .48 
659 .61 
577.17 
13 .07 
4 .27 
- 0 ,7 
5 ,79 
262,55 
19 ,78 
191 ,0 
14 .79 
37 .15 
- 3 7 . 1 5 
157.11 
1278 .87 
0 .64 
0 .80 
792 .59 
671 .64 
14.42 
4 . 6 3 
5 .35 
6 .69 
311.20 
2 5 . 4 1 
• 212 .02 
19 .58 
4 1 . 5 8 
75 .66 
184 .17 
14.52 
26.74 
63 .88 
91 .95 
168.04 
201 .76 
106 .47 
194o78 
265 .64 
Value of Total Supnljed (ir^ ports + Production) 
in Indian Manvifacturinq Sector (1960~1980) 
(at current prices) 
(RS. in crores) 
A C T 
CODE ^^^''- ^^ l^ 'I^ ^ '^^ -'RY GROUP I960 1965 1970 1975 1980 
20. Pood 718.68 1157.62 1894.08 2941.82 6186.62 
2 1 . Beverare 7.53 22.80 58.13 193.35 285.40 
22 . Tobacco 82.91 151.11 249„46 311.92 471.27 
23 . T e x t i l e s 968.60 1576.18 2300.27 3634.77 7556.07 
24. ^o twear&wearing aonare l 4.48 15.78 27.16 47,59 227.42 
25. Wood, cash, excppt furniturel5,02 28.24 33.67 75.68 108.29 
26. Fu rn i tu r e and f i x t u r e 9.52 22.11 35.43 61.59 116.46 
27. Paper and naper poducts 82,90 133.79 269.25 558„80 1087.43 
28. P r i n t i n g and pub l i sh ing 57.23 98.32 151.05 228.23 422.24 
29. Lea thr r and fur products 17.19 25.58 48.31 97.37 270.19 
30. Rubber prodvjcts 70.20 134.67 235.42 384.20 764.21 
3 1 . Chemical&Chrnical p rods .333 .41 713.70 1594.24 4172,00 -•8341.76 
32. 'Coal^petroleum products 120.42 153.99 372.54 1408.80 6397.18 
33 . Non-metalic products 122.94 236.22 371.90 612.79 1583.75 
34. Basic produc ts except 481.83 913.87 1532.01 2828.57 7374.40 
irechanical t r a n s p o r t 
equiprrent 
35 . Metal products except 92.00 183.04 262.43 414.75 848.15 
Basic metal i n d u s t r i e s 
3G. K.cchanirm rxccpt e l e c t - 283.67 619.66 807.95 1246.63 4005.65 
r i c a l machines 
37. E l e c t r i c a l machine 156.19 376.02 638.02 1354.97 3257.33 
38. Transpor t equipment 344.52 648.84 904.02 1556,10 3590-98 
39. Miscnllaneous products 75.88 268.21 822.98 1256.17 4099,94 
Tota l S i p ^ l i e s of Ind 's t r i e s4083 .31 7570.88 12838.24 25587.91 5758832 
SCUKCi;:_ CorrrMtPd from data a v a i l a b l e in Tabic 1 and Tab^e 2 . 
T^ U, M-5 ^cm^eAh^^JroA^^A^ 9[]\ 
ASP 
coc 
20 
21 
22 
23 
24 
25 
INDUSTRY GROUP 
IT 
Pood 
Beverage 
Tobbacco 
T e x t i l e s 
Pootwear o t h e r 
w e a r i n g apparel&; 
made up T e x t i l e s 
Wood Cash E>:cept 
Manufac tu r ing of 
Furni t u r e 
1960 
0 .9369 
0 .9243 
0 .9998 
0 .9635 
1.00 
0.7882 
1965 1970 1975 1980 
26 F u r n i t u r e & F i x t u r e 0 .9989 
27 Paper & Paper Prod , . 7 7 7 3 
28 P r i n t i n g & I>ub l i sh ing .9508 
A l l i e d I n d u s t r i e s 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
51 
L e a t h e r and Fur P rod . 9802 
e x c t p t Footwear and 
o t h e r w e a r i n g a p p a r e l . 
Rubber P r c d u c t c 0 .9481 
Chemical SClicmical . 7 2 3 8 
P r o d u c t s 
P r o d u c t s of Pe t ro l eum 
& c o a l 0 .4231 
Non-Ketallic Funeral 0.9494 
Products except Prod-
uct of Petroleum fi^ Coal 
0.9401 0.9510 0.9662 0.8469 
0.9839 0.9449 0.9948 0.9978 
0.9988 0.9999 0.9995 0.9996 
0.9780 0.9941 0.99335 0.9921 
0.9980 0.9922 0.9987 0.9988 
0.9511 0.9750 0.9799 0.9797 
0.9950 0.9957 0.9969 0.9944 
0.8560 0.8615 0.8771 0.8284 
0.9673 0.9604 0.9639 0.9596 
0.9968 0.9985 0.9986 0.9949 
0.9913 0.9891 0.9837 0.9764 
0.8273 0.8493 0.8192 0.8501 
6.7812 e.9171 0.9850 0.9125 
0.9763 0.9766 0.9850 0.9125 
Basic Products ExceptO.6487 0.8173 0.8254 0.7887 0.8196 
Metal Products Except 
Machinery & TransportO.7422 
Machinery except elect-
ric mnhinerir 0.2903 
Electric Machinery 0.6405 
apparatus Appliances 
Transport Equipment 0.7990 
Miscellaneous Indust.0.6806 
Electric Generations 1.00 
0.8940 0.9578 0.9313 0.8945 
0.4635 0.6819 0.9705 0.7215 
0.7684 0.8993 0.8892 0.9283 
0.8938 0.9358 0.9210 0.8688 
0.6142 0.7176 0,5560 0.6418 
1.00 1.00 1.00 1.00 
TOTAL 0.80 0.87 0.91 0.91 0.86 
SOURCE: Estimated from Table 1 and Table 4 
fdUt vjii-S 
S h a r e Of Impor t s i n T o t a l S u p p l i e s 
ASl IMPORTAIIT GROUP 
CODE 
1960 
2 0 . 
2 1 . 
2 2 . 
2 3 . 
2 4 . 
2 5 . 
2 6 . 
2 7 . 
2 8 . 
2 9 . 
3 0 . 
3 1 . 
32 . 
3 3 . 
3 4 . 
35 . 
36 . 
3 7 . 
3 8 . 
3 9 . 
TOTAL 
Food 0.0631 
Beveraije 0 .0757 
Tobacco 0.0002 
T e x t i l e s 0.0064 
Foot. . - . weax'.ng 0 .0000 
a p n a r e l 
Wood,cash,except 0.2118 
furniture 
Furniture and fixture 0.0011 
Paper and paper rpd- 0.2227 
products 
Printing and publishlng-0492 
,0198 L e a t h e r and fu r p r o d - Q, 
u c t s 
Rubber procMcts 0.0519 
Cnerr ica l and p r o d u c t s 0.2762 
Coal and petroleum 0.0551 
Ken-metallic mineral 0.0551 
products 
Basic metal industriesO.3513 
Basic rretal products C.2578 
except mechanical and 
transport equipment 
Mechanism except elec-
trical products 0.7097 
Electrical products 0.3595 
Transport equipm.ent 0,2010 
Miscellaneous productsO.3194 
o.Oooo 
( a t c u r r e n t p r i c e s ) 
( v a l u e i n Rs. c r o r e s ) 
1965 1970 1975 1980 
0.0599 0 .0490 0 .0338 0.1531 
0 .0163 0,0051 0 .0052 0.0022 
0.0012 0 .0001 0 .0005 0.0004 
0.0059 0 .0065 0 .0065 0.0012 
0 .0020 0 .0078 0.0C22 0 .0203 
0.0489 0.0250 0 .0201 0 .0203 
0 .0050 0 .0043 0 .0031 0.0056 
0.1440 0.1385 0 .1229 0 .1716 
0o0327 0.0396 0 .0361 0.0404 
0.0032 0.0015 0.0014 0 .0051 
0 .0087 0.0009 0 .0163 0.0236 
0.1727 0 .1507 0 .1808 0 o l 4 l 8 
0 .0237 0 .0234 ' 0 . 0 1 5 0 0.0875 
0 .0237 0 .0234 0 .0150 0 .0875 
0.1827 0 .1746 0 .2113 0 .1804 
0 .1060 0.0422 0 ,0687 0 .1055 
0.5365 0.31P1 0 .0295 0 .2785 
0.2316 0.10C7 0 .1108 0.0717 
C.1062 0 .0645 0 .0790 0 .1312 
0 .1858 0 .2948 0 .4440 0.3582 
0.0000 0.0000 0.0000 0.0000 
SOURCE:- Jo-nputed from Table 2a.nd 4. 
Valup pf Expor t s /Dorpps t i c P ro r iuc t i on (196 0-1960) 
2nG 
(at current prices) 
(RS. in crores ) 
AS I 
CCDE Wkl'E OF IKDLJTRY GROUP 
7 
1960 
.298 
0.000 
0.186 
C.239 
1965 1970 1975 1980 
ne^ 
0 .013 
nr Q 
2 0 . Food 
2 1 . Beveraqe 
2 2 . Tobacco 
2 3 . T e x t i l e s 
2 4 . Fov-itwear t-wcaring a p p a r e l 0 .828 
2 5 . Wood, cash/(Except f u r n i t u r e 0,012 
2 6 . F u r n i t u r e and f i x t u r e 0.025 
2 7 . P a p e r and p a p e r p r o d u c t s 
2 8 . P r i n t i n g and p u b l i s h i n g 
2 9 . L e a t h t r rir.d fur p r o d u c t s 
30 . Rubber n r o d u c t s 
3 1 . Chrmic^].f cbf n i i c i ] p r o d u c t s 0 .078 
32 . Coal&petroleum ; ) roduc t s r . i o 
3 3 . K o n - m e t a l i c p r o d u c t s 0.02 2 
34 . B a s i c n r o d u c t s e x c e p t mecha-
n i c a l t r ' n r p o r t equipment 0 .026 
3 5 . I^^etal p r o d u c t s e x c e p t B a s i c 
m e t a l i n d u s t r i e s neg 
36 . Mechanism e x c e p t e l e c t r i c a l 
m i c h i n e s 0.020 
37. E l e c t r i c a l iTachire 0 .011 
38. T r a n s o o r t equipment 
39 . ^'.isce l l a n e o u s n r o d u c t s n(-Q 
5 1 . T r a d i t i o n a l i n d u s t r i e s 0.185 
T o t a l 0 .16 
0,232 0 .280 0 ,377 0,282 
0 ,01 neg neg . neg 
0 .148 0 .131 0.302 0 .036 
0 .182 0 .156 0 .154 0 .135 
0 .591 - - -
neg 0.045 0 .096 0 .133 
0 .011 0 .017 0 .047 0.042 
neg neg neq neg 
0.012 0 .011 0 .016 0 .010 
0.015 0.025 0 .035 0 .03 
0 .027 0.029 0 .030 0.032 
0 .058 0.029 0 .019 neg 
0 .013 0 .018 0 .058 0 .03 
0 .023 0 .087 0 .125 0 .013 
0.022 0 ,109 0 .206 0 .243 
0 .015 0 .049 0 .080 0 .076 
0 .010 0,025 0 .051 0.035 
ne-g 0.032 0 .054 0.062 
Co?43 0 ,530 - 0 .805 
C I O C.IO 0 . 1 4 0 .10 
COULCE: Comn.ULted from t a b l e 3 and t a b l e 1 
1^ ^ bifl. - i^iiL- 8 
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Domestic Production and Total Supplies 
(Percentage) 
Industries 
Sugar 
Tea 
Edible oils 
Food and beverages 
Footwear 
Cotton textiles 
Woollen textiles 
Silk and synthetics 
Matches 
Soaps 
Bicycles and accessories 
Electric fans 
Automobiles 
Drugs and pharmaceutical 
Total for industries 
primarily producing 
cons\imer goods 
Jute textiles 
Cotton yarns 
Paper and newsprints 
Rubber products 
Chemical fertilisers 
Coal manufactures 
Proportion of 
1950-51 
1.00 
1.00 
0.98 
0.59 
1.00 
0.99 
0.65 
0.78 
1.00 
1.00 
0.43 
1.00 
0.59 
0.68 
0.90 
1.00 
0.99 
0.63 
0.94 
0.20 
1.00 
[\CiS-o U ^ 7^o] 
Domestic 
1955-56 
1.00 
1.00 
0.96 
0.69 
1.00 
0.99 
0.55 
0.83 
1.00 
1.00 
0.74 
1.00 
0.60 
0.77 
0.89 
1.00 
1.00 
0.65 
0.95 
0.85 
1.00 
Production in 
1960-61 
1.00 
1.00 
0.96 
0.90 
1.00 
0.99 
0.79 
0.87 
1.00 
1.00 -. 
0.97 
1.00 
0.69 
0.88 
0.94 
1.00 
1.00 
0.85 
0.98 
0.60 
1.00 
298 
Table Contd. 
Petroleum products 0.46 0.56 0.69 
Iron Ore 1.00 1.00 1.00 
Other minerals 0.48 0,76 0.92 
Industrial chemicals 0.79 0.78 0.81 
Total for industries 
primarily producing 
intermediate products 0.83 
Finished steel 0.71 
Other metals 0.49 
Railway rolling stocK 
Transport equipment 
Electric mcTchinery 0.30 
Wires and cables 
Other machinery 
Cement 1.00 
Total for industries 
primarily producing 
investment goods 0.47 0.49 0.63 
0.82 
0.96 
0.59 
-
-
0.34 
-
-
1.00 
0.88 
0.78 
0.71 
0.67 
0.15 
0.25 
0.84 
0.42 
1.00 
Source: Ahmad/ J. 'Import Substitution and structural Change in 
Indian Manufacturing Sector', Journal of Development 
Studies, April, 1968.'TabJe-l^  P-3fcO 
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-TaUi-vmi-'l 
SUMMARY SOURCES OF THE GROIVTH OF OUTPUT BY GROUPS OF INDUSTRIES 
AGGREGATED FROM INDIVIDUAL INDUSTRY 
STATISTICS 
(Percentage) 
(1950-51 to 1955-56) 
(1960-61 to 1965-66) 
Period & 
Industry Group Import Substitution 
Export 
Growth 
Final 
Demand 
Total 
1950/51-1955-56 
Consumer goods 
Intermediate pr^r<<' 
Investment goods 
Total 
1955/56-1960-61 
Consumer goods 
-t" 
Intermediate products 
Investment goods 
.104 
-1 70 
.544 
.298 
.162 
.121 
.109 
.062 
.261 
.004 
.088 
.001 
.072 
.004 
.833 
.259 
.451 
.612 
.835 
.805 
.885 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
Total .133 ,032 .839 100.0 
Source; 
Ahmad, J. 'Import Substitution and Structural Change in Indian 
Manufacturing Sector, Journal of Development Studies', April, 1968. 
laJA-m'--/'^ 
I»K?asurrsmcn-)t: of Import Substitution In Consumption Intexmediate 
and Capital Goods Sector of Manufacturing Sector of India during 
1960-80 
(at current prices) 
PERIOD value in Rs, Cr. Value in Rs, Cr. Percentage Percentage 
(U2-U-L)S2 (S2-S^)U^ ^"2"UI^^2 ^^2"^1^"I 
•CONSUMER GOODS IMCUCTRIES 
1950-60 ^ 80.20 792»51 +10.12 89.88 
1960-70 +1353 .94 1694.05 +44.42 55.56 
1970-80 - 471.14 10389.34 - 0.05 100.05 
1960-80 + 3926o23 9039.96 +30.28 69.72 
INTERMEDIATE GCGLS INLUSTRIES 
1950-60 + 70.03 735.17 9.03 90.97 
1960-70 + 258.08 1156.33 19,78 80.22 
1970-80 -1544.30 11833ol7 -15.01 115.01 
1960-80 - 463.29 11266.23 3.95 96.05 
CAPITAL GOODS IMDUSTRIES 
1950-6C -•- 193.3 366.77 34,61 65.49 
1960-70 + 965.47 2081.86 31.68 68.32 
1970-80 + 256.69 17959.05 1,41 98.59 
1960-80 +bu'i,«3o 15616,72 26.56 73.44 
W\,\^M-f/'f CHiirti-iitY- I'liiAoIiiiK t/j-' l i m u K I L,Uii;jiU/UTION ( 1 9 6 0 - 8 0 ) ' ^' '-^ 
( a t c u r r s n t p i^ i cea ) 
( V « i u e i n i t s . ^^rar*»3) 
ASP 
CCEE 
20 
21 
22 
23 
24 
INDUSTRY 
Pood 
Beverage 
Tobbacco 
T e x t i l e 
PDotwear 
.^OUP 
o t h e r 
1960-65 
3 .7043 
1.3543 
- 0 . 1 5 1 1 
-22^6969 
- 0 .0315 
1965-70 
20 .5454 
0 .6398 
0.2744 
37 .0343 
37.1575 
1970-75 
44 .7156 
- 0 . 0 1 9 3 
- 0 . 1 2 4 7 
- 2 . 1 8 0 8 
0 .2665 
1975-80 . 
- 7 3 8 . 0 6 3 7 6 
0 .8562 
0 .0471 
- 1 0 . 5 7 8 4 
0 .0216 
w e a r i n g a.pparel& 
made up t e x t i l e s 
25 Wood Cash e x c e p t 
^ ' a n u f a c t u r i n g of 
F u r n i t u r e 
4 .6002 0 .8047 0 .3708 - 0 .0216 
26 
27 
28 
29 
30 
31 
32 
33 
F u r n i t u r e & : F i x t u r e - 0 . 0 8 6 2 
Paper&Paper P rod . 10 .5292 
P r . i n t i n g & P u b l i -
s h i n g A l l i e d Ind -
u s t r i e s . 1,6222 
L e a t h r r and Fur 
Prcddu A - ^ . p t 0 .4246 
Footwear anc o t h e r 
Wearing A p p r a e l , 
Rubber P r o d u c t s 5 ,8177 
Cherni ca l&Chemi c a l 
P r o d u c t s 73 .8679 
P r o d u c t s of P e t r o -
leum and Coal 55 .1438 
N o n - m e t a l l i c m i n e -
0 . 248 
1,4808 
- 1 . 0 4 2 2 
0 .0621 
- 0 . 5 1 7 9 
35,0732 
50 .6281 
0 .739 
8.7172 
0 .7988 
0 ,0097 
- 2 . 0 7 4 6 
125.5772 
- 8 1 . 9 9 2 1 
- 0 . 2 9 1 1 
- 5 2 . 9 5 7 8 
- 1.8156 
- 0 .9997 
- 5 .5787 
- 3 2 4 . 4 9 4 6 
- 1 0 1 . 0 3 3 8 
r a l p r o d u c t s e x c e p t 
p r o d u c t of p e t r o l e u m 
& c o a l 7 .4173 0.1115 5 .1474 
34 Bas ic P r o d u c t s 154,0784 12.4092 - 1 0 3 . 8 0 8 5 
35 Metal p r o d u c t s 
e x c e p t & Transp , 27 .7854 
36 Kach inery e x c e p t 107 .3251 176.4562 
e l e c t r i c machinery 
37 E l e c t r i c a l m a c h i n e r y 4 8 J 2 49 90 .0653 
a p p a r a t u s a p p l i a n c e s 
38 T r a n s p o r t equipment 61 .510037 .6979 - 2 2 , 5 6 3 4 
39 M i s c e l l a n e o u s I n d u s t . l 2 , 1 4 1 5 ~ 1 7 ^ 9 4 - 3 2 . 6 1 2 4 
51 E l e c t . G e n e r a t i o n _ _ _ 
16 .7430 - 10 .9908 
359.7774 
-114 .8218 
227 .8689 
- 3 1 . 2 1 1 9 
•997 .4968 
-13.6851 127 .3616 
•187.4491 
4 4 , 9 2 3 1 
TOTAL 537.b5 ;5l .-10 24.^5 -1770.b1 
^ 'j^  ] p 
CHENLRY >'JJASURE Or^  IMPORT SUi.CTITUTlON ( i 9 6 0 - 8C) ( a t c u r r e n t p r i c e s 
( v a l u e i n Rs .c ro res 
SP 
CODE INXUCTRY GROUP 1 9 6 0 - 7 0 1 9 7 0 - 8 0 1 9 6 0 - 8 0 
2 0 . Food + 2 6 . 7 1 - 6 4 4 . 0 3 - 556-79 
2 1 . B e v e r a - e + 4 . 0 3 0 . 8 3 + 2 0 . 9 8 
2 2 . Tobacco + 0.02 - 0 .14 - 0,09 
2 3 . T e x t i l e s + 70 .15 - 1 5 . 1 1 + 215 .35 
2 4 . Footvrear & w e a r i n g a p p a r e l - 0 . 21 + 1.96 - 0 ,36 
2 5 . Word, c a s h , e x c e p t f u r n i t u r e + 6 . 2 9 - 0 . 51 - 0 .02 
26 . F u r n i t u r e and F i x t u r e - 0 . 11 - 0 .15 - 0.52 
2 7 . Pape r and p a p e r p r o d u c t s + 2 2 . 6 7 - 35 .99 + 61 ,00 
2 8 . P r - n t i n g and p u b l i s h i n g + 1.45 - 0 .34 + 3,72 
2 9 . L e a t h e r and f u r p r o d u c t s + C.88 - 0 .97 + 3,97 
3 0 . Rubbci p r o d u c t s + 9 .65 - 9 . 7 0 + 21 .69 
3 1 . Chemical and chein.1cal p r o d c t + 2 0 0 . 0 7 t 7 3 . 4 0 +1120.30 
3 2 . Coal&petroleurti p r o d u c t s +184.03 +1384.34 +1775,86 
3 3 . N o n - n e t a l i c p r o d u c t s + 11 ,89 - 101 .51 - 5 1 . 3 1 
3 4 . B a s i c p r o d u c t s e x c e p t mecha-
n i c a l t r a n s p o r t equipment + 5 6 . 5 8 - 5 3 , 6 8 + 129 ,17 
3 5 . Meta l p r o d u c t s e x c e p t Basic +270.07 - 4 2 , 7 7 +1260,28 
m f t a l i n d u s t r i e s 
3 6 . Mechanism e x c e p t e l e c t r i c a l +316.39 + 158.62 +1727.24 
machines 
37 . E l e c t r i c a l machine +178.11 + 9 4 . 4 6 + 937 ,46 
38 . T r a n f r o r t rnu inment +123.40 - 239.52 + 250 .65 
39 . Mi.^ : e e l Ian ecus p r o d u c t s + 6 .68 - 3 9 . 6 8 - 2 0 . 3 1 
T o f a l 1419 .93 - 2 2 3 9 , 1 7 6898 .21 
SOURCE: oomputffd from Table' r to Table-?. 
JOMLUIIL' l^'l 
a:}8 
D&TVm-dfc'c- htyrvuxAA. 
contribution of ''^-, in Grov;th Cutput 
(at current pntces) 
( in Rs, crores ) 
ASF 
CODE 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
T o t a l 
INDUSTRY GROUP 
FOOD 
Beverage 
a>Dbacco 
T e x t i l e s 
Footwear ^ Wearing 
a p p a r e l 
Wood,CorIs e x c e p t 
R i n i t u r e 
F u r n i t u r e F i x t u r e 
Pape r & Parser P'"'-^c\irts 
p r i n t i n g & P u b l i s h i n g 
L e a t h e r & Fur P r o d u c t s 
Rubber P r o d u c t s 
C5^eniical&(3heniical P r o -
d u c t s 
P r o d u c t s of Petrolexim 
Coal 
N o n - m e t a l l i c Minera l 
p r o d u c t s 
B a s i c Meta l I n d u s t r i e s 
Meta l P r o d u c t s 
F a c h i n e r y Except E l e c -
t r i c and T r a n s p o r t 
Equipmc n t 
E l e c t r i c M/achinery 
T r a n s p o r t Equipment 
M i s c e l l a n e o u s I n d u s t . 
1960-65 
362 ,70 
13 .74 
61 .35 
529.42 
5 .70 
10 .41 
12 .67 
39.32 
38 .61 
5 .98 
59 .50 
2 7 7 . 4 3 
13 ,84 
106 .75 
274 .35 
65 .19 
9 6 . 7 1 
139 ,81 
241 .76 
26 .47 
2381 .71 
SOURCE: finmniit^rl frnm Tafcle-I " to Tatole-7^ 
1965-70 
576 .54 
34 .16 
87 .82 
6 3 5 . 5 3 
-
3 .91 
1 2 . 9 3 
111 .59 
50 .62 
-
9 6 . 0 0 
708o79 
168 .37 
128 .07 
4 2 9 . 0 4 
4 9 . 6 8 
76 .92 
229 .92 
205 .79 
31 .84 
3637 .54 
1970-75 
334 .03 
135o46 
1.32 
1126 .29 
-
35 .45 
2 3 . 8 5 
249 .65 
7 3 . 9 4 
-
139 .79 
2134o95 
9 3 8 . 7 5 
207o63 
930 ,56 
9 5 . 9 3 
250 .75 
557 .94 
5 6 2 . 2 3 
- 1 3 3 . 8 9 ) 
7764 .43 
1975-80 
2741 .45 
9 1 . 0 4 
2 3 7 . 2 3 
3440 .97 
-
2 4 . 7 0 
5 2 . 7 4 
463 .59 
183o30 
-
3 6 1 . 7 3 
3312 .50 
3372 .13 
9 4 8 . 9 7 
3840 .23 
3 0 6 . 1 1 
2 5 5 7 . 4 8 
1651 .05 
1766 .63 
132 .19 
25484 .04 
7^i4 \dlL-/^'^ 304 
Cpptrlbutlon of Dprnt stic Liem.ind in 
OutDut Growth (at current prices) 
(value in prores Rs.) 
ASI INDUSTRY GROUP 
CODE 
1960-70 
937.00 
38.23 
149.25 
IISS.OG 
25.63 
sl40o64 
13.64 
1970-80 
3032.35 
226.39 
238.21 
4569.33 
76.43 
705.01 
60.02 
1960-80 
4039.77 
256.22 
287.52 
5561.61 
102.32 
771.05 
80.16 
20. Food 
21. Beverage 
22. Tobacco 
23. Textiles 
24. I'^'ootwear and wearing 
apoare l 
25. Furniture and fixture 
26. Paper and paper product
27. Wot'd carih, except 
furni ture 
28 . P r i n t i n g and pub l i sh ing 88.36 254.93 340.67 
29 . Leather and fur p roduc ts - - -
30. Rubber products 151.31 503.49 633.22 
31 . Cherrical and products 897.52 5569.14 5615.30 
32. Coal and petroleum 104.68 551.78 2642.61 
33 . Non-rr,et.illic ipineral 230.58 1147.33 1342.09 
products 
34. Basic metal i n d u s t r i e s 614.68 5795.98 4409.64 
35. Metal products eutcept 106.42 4 1 0 . 5 4 369^4 
^^ mechanical and t r a n s p o r t 
equipment 
36. Mechanism excfpt elect- 144.91 2047.92 921,94 
rical products 
37. Electrical products 331.46 2228.00 1887.47 
38. Transport equipment 425.72 2356.66 2442.96 
39. Miscellaneous products 53.12 101.23 159.40 
TOTAL 5608.41 29874.74 31512.49 
SOURCE i_ Computed from table^l to Table-?. 
c o n t r i b u t i o n of Exports In Growth of Output 
(a t c u r r e n t p r i c e s ) 
( a i n Rs, c r o r e s ) 
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AS I 
CODE 
2 0 
21 
22 
23 
24 
25 
26 
27 
2 8 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
INDUSTRY GROUP 1 9 6 0 - 6 5 
Pood 
B e v e r a g e 
Otobacco'-
i r e x t l l e s 
F o o t w e a r & W e a r i n g 
A p p a r a l 
Wood, c o a l / e x c e p t l u r n i -
t u r e 
R i r n i t u r e & F i x t u r e 
P a p e r a n d P a p e r P r o d u c t s 
P r i n t i n g & P u b l i s h i n g 
L e a t h e r & Fu r P r o d u c t s 
R u b b e r P r o d u c t s 
c h e m i c a l & C h e m i c a l P r o d 
P e t r o l e u m C o a l P r o d u c t s 
N o n - m e t a l l i c M i n e r a l 
P r o d u c t s 
B a s i c M e t a l i n d u s t r i e s 
M e t a l Pro<3ucts 
M a c h i n e r y E x c e p t E l e c t r l i 
a n d T r a n s p o r t E q u i p m e n t 
E l e c t r i c m c h i n e r y 
T r a n s p o r t E q u i p m e n t 
M i s c e l l a n e o u s I n d u s t , 
4 8 . 5 5 
0 . 3 8 
6 , 8 4 
5 6 . 0 4 
5 . 6 0 
. 0 1 
. 0 1 
. 2 4 
. 4 6 
2 . 2 4 
1 . 6 3 
. 2 . 1 4 
0 . 7 3 
0 . 5 3 
5 . 9 6 
2 . 3 8 
c 
0 . 8 3 
1 .17 
1 .39 
8 . 9 2 
1 9 6 5 - 7 0 
1 1 5 . 8 1 
- . 3 9 
1 0 . 4 1 
7 3 . 1 7 
1 8 . 8 4 
1 . 2 6 
0 . 3 3 
4 . 3 6 
. 3 9 
4 6 . 2 1 
3 . 8 7 
1 9 . 7 6 
2 . 3 8 
3 . 6 3 
7 6 . 1 1 
2 1 . 3 1 
1 0 . 4 2 
9 . 7 4 
2 2 , 3 3 
4 1 . 3 3 
1 9 7 0 - 7 5 
6 6 2 . 5 6 
0 . 0 7 
6 1 . 1 3 
2 0 0 . 5 5 
1 4 8 . 8 6 
5 . 5 1 
2 . 2 0 
- 0 . 1 9 
. 1 8 
1 1 2 . 7 8 
7 . 3 6 
5 4 . 4 2 
1 1 . 9 2 
2 7 . 6 3 
1 3 9 . 7 5 
5 0 . 1 5 
4 8 . 3 3 
4 1 . 6 8 
4 7 . 7 7 
8 4 . 4 7 
1 9 7 0 - 8 0 
3 3 9 . 3 9 
0 , 5 4 
- 7 7 . 9 3 
4 5 4 . 8 8 
4 2 6 . 1 9 
7 . 2 6 
1 . 9 6 
0 . 1 4 
3 . 7 4 
1 4 9 , 3 9 
1 2 . 1 2 
. 1 0 3 . 9 7 
1 . 5 3 
7 . 5 1 
1 5 4 . 5 6 
9 7 . 5 4 
1 2 0 . 4 2 
4 0 . 5 4 
1 0 7 . 7 2 
4 6 . 7 2 
Total 141.77 481.27 1707.13 1743.07 
Contr tbi i t ion cf ExportP Dpinanc's In Output Crovfth 
(a t c u r r e n t p r i c e s ) 
(value in Rs.crores) 
AS I 
CCDE 
2 0 . 
2 1 . 
2 2 . 
2 3 . 
2 4 . 
II-.DUCTRY 
Food 
Bevc r a g e 
T o b c c c o 
T e x t i l e s 
F o o t w e a r 
GROUP 
a n d w e a r i n g 
1 9 6 0 - 7 0 
1 6 3 . 9 7 
0 . 0 0 
1 7 . 2 7 
1 2 8 . 1 4 
2 4 . 4 8 
1 9 7 0 - 8 0 
1 0 4 9 . 7 7 
0 . 6 2 
- 1 6 . 4 7 
6 5 5 . 7 1 
5 7 2 . 6 6 
1 9 6 0 - 8 0 
1 0 8 3 . 0 7 
0 . 6 3 
0 . 7 9 
7 8 6 . 3 2 
6 0 0 , 9 2 
apparel 
25. Wood^cash,except furni- 1.06 12.74 14.12 
ture; 
26. Furniture and fixture 0.35 
27. Paper and paper products 4.21 
28. Printing and publishing 0.85 
29. Leather and fur products47.67 
30. Rubber products 5.34 
31. Chemical and products 15.19 
32. Coal and petroleum 2.02 
33. Non-metallic mineral 4.04 
products 
34. Bislc metal industries 66,37 
35. Metal products except 20.08 
mechanical and transport 
equipment 
36. Mechanism except elect-
rical jjroducts 7.36 132.81 158.83 
37. Electrical products 
38. Transport cquipmc^nt 
39. Mincellaneous products 
TOTAL 582.49 3432.76 3839.26 
4 .25 
- 0 .06 
5 .55 
262 .15 
19 .56 
162 .21 
13.56 
36 .25 
- 2 2 . 0 0 
150 .47 
4 . 6 0 
4 . 4 3 
6 .41 
309 .61 
2 4 . 8 1 
1 8 1 . 9 3 
1 3 . 7 1 
37 .80 
6 2 . 0 1 
164 .74 
9 .29 
21 .36 
43.44 
82 .00 
157 .02 
144 . 78 
9 8 . 8 3 
162.22 
170 .48 
owoi.^i . . - Computed from Tablf-1 to Table-7. 
Malze l s Measure of Impor t S u b s t l t u t b n 1960-80 
( a t c u r r e n t p r i c e s ) 
( i n Rs. c r o r e s ) 
ASP INDUSTRY GROUP 
CCDE 
1960-65 1965-70 1970-75 1975-80 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
Pood 
Beverage 
Tobacco 
T e x t i l e s 
Footwear and Madeup 
Wearing A p p a r e l 
Wood, Coa l , e x c e p t Fur-
n i t u r e 
F u r n i t u r e and F i x t u r e 
Pape r and Paper Prod , 
P r i n t i n g p u b l i s h i n g 
L e a t h e r and Par P rod . 
Rubber P r o d u c t s 
CSnemical & Cheir ical 
P r o d u c t s 
P r o d u c t of Pe t ro l eum 
N o n - m e t a l l i c Minera l 
P r o d u c t s 
Bas i c Meta l I n d u s t r i e s 
Meta l P r o d u c t s Except 
-
-
+ 
-
+ 
— 
-
-
-
-
— 
-
-
3.70 
1.35 
0 .15 
22 .70 
0 .03 
1 0 . 0 8 
4 . 6 0 
1 0 . 5 3 
1.62 
0.42 
5.82 
73 .87 
55 .14 
7 .41 
- 1 5 4 . 0 8 
-
-
-
-
+ 
— 
-
-
+ 
-
+ 
— 
-
-
-
2 0 . 6 5 
0 .64 
0 .27 
3 7 . 0 3 
0 .16 
0.02 
0 .80 
1.48 
1.04 
0 . 0 8 
0 .52 
3 5 . 0 1 
5 0 . 6 3 
0 .11 
12 .41 
-
+ 
+ 
+ 
-
M * 
-
-
-
+ 
4 4 . 7 1 
0.02 
0 .12 
2 . 1 8 
0 .27 
0 .07 
0 .37 
8.72 
0 .80 
0 .00 
2 . 0 7 
+125.57 
+ 
-
81 .99 
5 .15 
+103.81 
+738.06 
-
-
+ 
-
+ 
+ 
+ 
+ 
+ 
+ 
0.85 
0 .471 
1 0 . 5 8 
0 .30 
0 .09 , 
0 .02 iX 
5 2 . 9 6 
1.81 
1.00 
5 . 5 8 
- 3 2 4 . 4 9 
-
. +101 .03 
*114.82 
- 2 2 7 . 8 7 
>fechinery and T r a n s p o r t 
Equipments 
36 ^Bchines E>ccept E l e c t r i 
c a l Machines 
37 E l e c t r i c a l >techines 
A p p a r a t u s & A p p l i a n c e s 
38 T r a n s p o r t ICqipment 
39 Mlsc l aneous I n d u s t . 
51 Electricity Generation 
and Distribution 
- 2 7 . 7 8 - 16 .74 + 10 .99 + 3 1 . 2 1 
- 1 0 7 . 3 2 - 1 7 6 . 4 6 - 3 5 9 . 7 7 +997 .41 
- 48ol2 - 90.08 + 13.68 -127.36 
- 61.51 - 37.70 + 22.56 +187.45 
- 12.14 + 17.46 + 32.61 - 44.92 
W IOMJU /-^'^ 
Mpjzels Measure cf Import Su! . tItutlon 8 . ) •'-(J 
(a t c u r r e n t p r i c e s ) 
(value in Rs. c r o r e s ) 
AS I 
CCDE 
2C. 
2 1 . 
2 2 . 
2 3 . 
2 4 . 
2 5 . 
2 6 . 
2 7 . 
2 8 . 
2 9 . 
3 0 . 
3 1 . 
3 2 . 
3 3 . 
34 . 
INDUSTRY GROUP 1960-70 
Food - 2 6 , 7 1 
Bev^-rige - 4 . 0 3 
Tobacco - 0.02 
T e x t i l e s - 70.15 
Footwear and wearing + 0.21 
appare l 
Wood/Cash except f u r n i -
t u r e - 6.29 
Fu rn i tu r e and f i x t u r e + 0.11 
Paper and paper p rod- - 22.67 
uctJ; 
P r i n t i n g and p u b l i s h i n g - 1.45 
Leather and fur p r o d u c t s - 0.88 
Rubber products - 9.65 
Ctu'iiijCaj. and products -200.07 
Coal and petroleum -184.3 
Non-metal l ic mineral - 11.89 
products 
1970-80 
+ 
-
+ 
+ 
— 
+ 
+ 
— 
+ 
+ 
+ 
-
644.03 
0.83 
0.14 
15,11 
1.96 
0.55 
0,15 
35.99 
0.34 
0.97 
9.07 
73.04 
+1384.34 
— 101.51 
1960-80 
+ 
+ 
+ 
-
+ 
+ 
+ 
-
-
-
-
556.79 
20.98 
0.09 
215.35 
0.37 
0.02 
0.52 
61.00 
3.71 
3„99 
21.63 
-1120.30 
-1775.85 
+* 51.31 
Basic mrta l i n d u s t r i e s -270.07 
35. Metal products except - 56.39 
mechanical and t r a n s p o r t 
equipment 
36. Mehcanism except e l e c t r i -
c a l proc^.ucts -316.39 
37. E l e c t r i c a l i iroducts -178.11 
38. Transpor t equipment -12 3.46 
39. Miscellaneous products - 6,68 
+ 42.77 
- 158.62 
-1260.28 
- 129.17 
- 158.62 -1727.23 
- 94.46 - 937.46 
+ 239,52 - 250o65 
+ 39.68 + 20.31 
laUt-lZllL-l'^' 
8 ] 9 
Cont r ibu t ion cf Domestic Demand Lue To Ch.tnQ<=' In Imiportr, 
( a t c u r r e n t p r i c e s ) 
(value in Rs.crores) 
ASI 
CCDE INTDUSTRY GROUP 1960-65 1965-70 1970-75 1975-80 1960-80 
20. 
21. 
22. 
23. 
24. 
25. 
26. 
27. 
28. 
29. 
30. 
31. 
32. 
33. 
34. 
35. 
36. 
37. 
38. 
Food 
Beveraqe 
Tobacco 
TeKtiles 
24.42 
3.47 
o.oc 
20 .00 
0 .00 For^twear and wearing 
appare l 
Wood,cash< except f u r n i -
t u r e 0.09 
F u r n i t u r e and f i x t u r e 2.79 
Paper ai-d paper produc-11.25 
t s 
Printing and publishing 1.99 
Leather and fur pro- 0.11 
ducts 
Rubber products - 3.25 
Chemical and products 105.72 
Coal and petroelum 18.35 
Non-metallic mineral 
products , 5.96 
Basic metal industriesl48o60 
Metal products except 
mechanical and t r a n s p o r t 
equipment - 22.63 
Mechanism except elec-
ttical products 2 36.41 
Electrical products 78.41 
Transport equipment 60.81 
39. Miscellaneous products 12.41 
36.72 
0.57 
0.10 
14.28 
- 0.02 
0.05 
0.19 
18.77 
1.70 
- 0.06 
17.00 
0.35 
0.57 
6.46 
- 1.02 
0.01 
0.90, 
40.13 
3.05 
- 0.11 
90.19 149.03 
0.08 21.01 
0.04 
22.47 233.27 
-0.4 - 0.75 
0.26 - 0.01 
0.05 - 1.31 
64.13 228.13 
6.82 
0.93 
17.64 
23.41 
1.88 1.54 5.95 35.39 
147.86 378o73 730.34 2181.03 
47.13 84.82 1614.46 3615.02 
3.89 4.95 13.15 77.29 
95.97 197.21 918.74 2407.22 
58.07 9.22 22.55 175.48 
88.23 477.04-282.54 2579.88 
69.31 62.48 205.07 1107.02 
24.4 38.78 151.28 626.73 
7.25 -27.29 I05o49 59.65 
\cdJL\/Ml-(i a;o 
Contribution of Exports in Change lij Import 
(at current prices) 
(value in Rs, crores) 
AS I 
CDDE 
INDUST'^ '^ ' ^'IC^ ' 196C-65 1965-70 1970-75 1975-80 1960-80 
20. 
21. 
22. 
23. 
24. 
25. 
26. 
27. 
28. 
29. 
30. 
31. 
32. 
33. 
34. 
35. 
36. 
37. 
38. 
39. 
tood 3.27 
Beverage 0,03 
Tobncco O.Cl 
Textiles 2.12 
Footwrir and wearing 6.00 
apparel 
Wood, cash, except fur- 0.01 
niture 
Furniture and fixture 0.01 
Paper and paper prod- 0.08 
ucts 
Printing and publishing0.03 
0.05 
Leather and fur prod-
ucts 
0.09 
Rubber products -0.73 
Chem:'-al and products 1.01 
Coal and pf^troleum .03 
Non-metallic mineral 3.2 3 
products 
Basic metal industries 0.84 
Metal products except 2.04 
mechanical and trans-
port equipment 
Mechanism axcept elec-
trical products 0,67 
Electrical products 0.36 
Trinsport equipment 
Kiscellaneous products 4.19 
7.38 
-0.01 
0.02 
1.65 
0.04 
0.07 
0.01 
0.74 
0.02 
0.15 
0.04 
4.13 
0.67 
0.09 
17.02 
2.53 
12.08 
34.14 
0.01 
0.B2 
1.20 
1.18 
0.15 
0.10 
-0.04 
0.01 
0,17 
0,09 
9,66 
1.08 
0,65 
29,57 
2,22 
22,55 
13,77 195,90 
0,01 0,01 
6,00 0.01 
2,98 6,27 
0,94 0.73 
0.15 
0,01 
0,02 
0,15 
0,21 
0,21 
22,95 
0.26' 
1.33 
41.42 
7.22 
3.67 
0.30 
0.03 
0.92 
0.28 
1.59 
1.59 
30.09 
5.87 
3.63 
13.05 
19.43 
61.32 
2.94 4.67 5.06 7.64 
2.66 3.03 0.25 25.56 
9.44 33.25 37.32 95.16 
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291 1 cnnericnspd fent^cr 
f in ishing P'aiiis 
2'~''\. Lonthpr products except 
footwear lot'^er wen linn 
An, - inn ) . 
3f^0. HubiHjr I'roducts 
311. onsic I n d u s t r i a l c'-onicnl 
inch-ding f o n i l t z o r s 
312. Vctietnblc nnd nnlnnl oil 
C f Ptrs (ex espt odiiri oi l 
".;'. I r u n t s , vpmishos nnd 
Lncqunrs . 
31>\ Mlscollenoous Chemlcnl 
Products . 
321 . Fptrol iun BcfinGriPS 
320. Hiscellenoous products of 
Tct ro l iun rn^' cn.Tl 
ri31. J» n 'ot ' i rnl c Ir'v 
Products 
332. Glnss and Glnss 
Products 
333. Pot tery cMna and 
Coal wire 
33-J. Cpinenl C'ydrnulic) 
(a) 
(b) 
(n) 
(b) 
:.7,2'1 
( 4.93) 
16.6': 
( 0.10) 
90.32 
( 3.26) 
24.70 
( O.lt^ 
151.05 
( 3.05) 
47.IC 
( 0.10) 
228.23 
( 3.f:.0) 
96.13 
{ 0.12) 
422.24 
( 4.03) 
26 i .58 
( 0.40) 
0.50 ooi.ni n i . l 3 1,25 3.64 
In) 
lb) 
(n) 
(b) 
(n) 
(b) 
(n) 
(b) 
(n) 
Cb) 
(n) 
(b) 
(n) 
(b) 
(n) 
(b) 
(n) 
(b) 
(n) 
Cb) 
(a) 
/uS 
7,>.20 
( 5.10) 
147.5^ 
(36.00) 
n.P5 
(42.02) 
26.94 
(47.00) 
150.03 
(14.CO) 
116.56 
(59.56) 
3.87 
( 1.55) 
10.34 
(12.76) 
17.25 
( 7.00) 
5.70 
( 0.69) 
53.49 
f n I 1 ^ 
134.67 
( 0.86) 
343.07 
(24.65) 
50.00 
(2 ' ,00) 
32. T/ 
(20.16) 
287.35 
( 5.00) 
115.27 
(20.07) 
00.72 
( 0.4' i) 
20.21 
( 3.11) 
32.29 
( 3.07) 
13.20 
( 0.63) 
107.03 
f r\ 1 n\ 
235.<!2 
( 1.09) 
037.01 
(17.63) 
122.65 
(31.30) 
52.91 
(17.40) 
501.60 
( 7.71) 
309.05 
( 9.91) 
62.60 
(0.24) 
'10.70 
( 0.63) 
55..54 
( 3.26) 
10.03 
( 0.32) 
174.11 
/• W „ r , \ 
504.2 b 
( 1.63) 
2600.91 
( 24.2?) 
194.97 
(17.40) 
201,60 
( 4.ro) 
1006.53 
( 7.05) 
1168.66 
( 16.99) 
230.05 
( 0.07) 
06.74 
(1.01) 
110.50 
( 3.00) 
26.41 
( 0.49) 
250.05 
rv>f,,m 
( 2.00) 
4007.4/3 
( 25.06) 
373.00 
( 6.0 3) 
496.R2 
( 0.0~) 
2049.54 
( 4.C7) 
5573.65 
( 34.35) 
023.53 
( - ) 
222.37 
( 2.01) 
204.45 
( 0.99) 
00.00 
( Neo.) 
696,50 
C i / i^n/ l 
t1 i O 
Co do Neme Industry 1960 1965 1970 1975 10QO«9l 
•^9 
^l 
n 
B2 
<A 
n 
Won Metallic Minerals (a) 
Industrlas (b) 
J8.09 55.41 74.66 
(8.72) (<1.46) (. ,48) 
I ron and n t e a l b o r i c 
I n d u s t r i e s 
Hon ferrWi ber6c 
Metel I n d u s t r l o B 
(a) 207.42 729.59 1176.76 
(b) (ri.flg) (13.47) (12.56) 
(a) 224.42 184.28 355.25 
(b)( 74.59) (37.25) (33.68) 
Metal product? ©Rcopt (a) 92.00 183.04 262.43 
machinery end Tranpart ^^ ^ (jg^^^j (^ ^^ g^^  (^^j^j 
equipment 
Hachlnery ©xcept (a) 283.68 619.66 807.96 
E l e c t r i a l mnchln»>ry (b) (70.96) (53.65) (31,80) 
E l e c t r i c a l machinery (a) 156,19 376.27 68B.21 
(b) (35.95) (23.16) (10.07) 
Ship building and 
rr-pnlrinq 
Rnll Road equipment 
Notor Vehicle 
(a) 19.28 25.2ai6 39.90 
(b) (3.68) (19.19) (4.93) 
(a) 114.41 204.51 
(b) (20.98) (12.16) 
(a) 152.36 300.42 
(b) (22.^4) (1036) 
rv"->air of Motor V«h. (a) 16.86 48.73 
233.61 
(6.00) 
408.02 
(5.62) 
79.77 
Vi :'.:itor c y c l e s & b i c y c l e (a) 25.43 50.93 107,14 
(b) (5 .74) (1.65) (N'-a.) 
: t 
Prof '^ ' ' ' ' ional and 
.Sr>iatif I r !"< rvinfftit 
"^? rhotogrnnhlc and 
optical good? 
(a) 16.18 19.94 34.67 
•: ,.-.'') (33.25) (';'5.4o) 
(a) 9,79 23,24 46,36 
(h) (60.89) (37,74) (29.'^ -l) 
(a) 4.80 6.90 19.67 
(b) (89.16) (69.13) (50.03) 
139.00 
(2.93) 
2363,80 
(17.74) 
464,77 
(38,33) 
414.76 
(6.87) 
1606.63 
(24.67) 
13&4.97 
(11,08) 
119.00 
11,34) 
"^ 05. •'T 
(8,27) 
763.90 
(6.40) 
148.0? 
140,53 
(N^q,) 
69,26 
(67.97) 
56.08 
(^ 5.54) 
14.1' 
(79.61) 
386.43 
(4.16) 
4737.05 
(17.99) 
1150.71 
(41,17) 
847.62 
(n.55) 
4005,64 
(27,84) 
3257.33 
(7.17) 
274.48 
(14,?6) 
746,63 
(6,22) 
1847.49 
(4.72) 
?">1,10 
397,16 
371.75 
(71.33) 
218,52 
(57.37) 
47,53. 
(9-'.13) 
:u7 
. • • . ! • 
'^-''^ name I n ^ v i ' ' t r y i 9 6 0 196S 1970 1^75 1980-^X 
;o . 
'^ •= ' .'atches and c l o c k s (a) 1,02 5 .10 B.fl3 1 9 . 8 0 9 4 . 7 
(b) ( 7 7 . 4 5 ) ( 7 . 4 5 ) ( 6 . 2 3 ) ( 6 . 6 0 ) ( 2 J . 6 5 ) 
''04 J v e l l e r y and Rf>lat»d (a) 4i420O R.86 3 3 . 6 1 7 3 . 4 6 3 2 . 5 9 
®'"*^^^'* C^) - • ( ? ? . 2 3 ) ( 7 4 . 2 n ) ( 7 2 . 8 8 ) ( 0 . 6 4 ) 
3<>5 
39*^ I n f l u n t r i - ' ' N . E . C . (a) 1 9 . 3 8 4 6 . 7 7 7 2 . 2 7 3 7 . 3 5 126 .47 
(b) ( 8 . 8 2 ) ( 2 . 1 2 ) ( 2 . 5 7 ) (8.6^.) ( 6 . 3 2 ) 
? n i : i f ! C t r i c i t y (a) 7 5 . 8 0 368 .20 8 2 2 . 9 8 • 1 2 . 5 6 . 1 7 4^^99.94 
.^ourci»: iinr.u'il ijuvvey of Indus t r i e ' s ( Census S e c t o r ) , Volume I . (Various I s s u e s ) . 
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The p r inc ip i a of i m p o r t s u b s t i t u t i o n and t h e d . ^ ^ s e d 
economy had yatht-xed r e s p e c t a b i l i t y by t h e b e g i n n i n g of t h e 
1950*£. I n f l u e n c e d p r i m a i i l y by Raul P r e b i s c h and Hans Senger , 
b o t h of v/hom promoted t h e t h e s i s of a s e c u l a r d e c l i n e i n t h e 
t e rms of t r a c e of t h e d e v e l o p i n g c o u n t r i e s ^ inward l o o k i n g 
p r o t e c t i o n i s t p o l i c i e s b r g a i n t o be p u r s u e d w i t h i n c r e a s i n g 
v i g o u r by a number of d e v e l o p i n g c o u n t r i e s c u r i n g t h e d e c a d e , 
T\iis was t h e g e n e s i s of t h e I m p o r t - s u b s t i t u t i o n I n d u s t r i a l i z a -
t i o n ( I S I ) s t r a t e g y of grov/th - a s t r a t e g y l a y i n g emphas i s 
no t on ly on t h e u s e of j ^ r o t e c t i v e t a r i f f s b u t a l s o on q u a n t i -
t a t i v e r e s t r i c t i o n s on i n p o r t s . 
' • T Th.e import subs t i iu t ion - Industrial ization^philosophy 
influenced ruch of the evirly planning of the Indian economy, 
anc' the ferei'-in exchange' c r i s i s of the 1956-57 speeded up 
the in-roduclion of wide-ranging inward-looking and highly 
r e s t r i c t i v e pol ic ies in Inciia. In any case, the Mohalonobies 
planning model, with i t s or ienta t ion to the development of 
heavy indus t r ies , assumed a closed economy and import subs-
t i t u t i o n policy as par t of i t s e ssen t ia l log ic . I t s impl ic i t 
objective was to bring about se l f - r e l i ance in the long run» 
I t has been observed from' tl-e ytucy t h a t tradd and indus t r i a -
l i s a t i o n policy in India was subject to plan p r i o r i t i e s as 
asn 
the cou itry launched its industry oriented development pro-
giaLiT^ c; in 1956, A general lack of direction in official 
policy during the first decaot- after independence vvar: thus 
replaced^ by specific targets and periorities during the 
second plan, A was sf^ t to maxirise the rate of grov/th 
of the economy by speeding up investment in the basic goods 
sector of the domestic economy (which included industries 
ijroducir.g capital goods and intermediate). Clear jpriorities 
were laid down, in favour of the basic goods sector v/hich 
commando>d a significant proportion of the planned investment 
alJocated among different sector. Emphasis placed on the 
basic industries, as the nieans to set up growth to its maxi-
mum feasible rate, was advocated keeping in viev/ the situa-
tiun^j 
(a) t'on-ign currency earnings through exports were likely 
to be stagnant in the near future - given the nature 
of output and the market faced by them- the official 
attitude to sources of external assistance made it 
unlikely that exchange earnings v;ould be supplemented 
by a laige flov/ of net aids from outside. 
(b) Tlie short possibility of substituting the imparted 
machinery (and interm.e'diate goods) by domestic pro-
cucticn were rather limited. The two aspects taken 
toqft:her, however, provided a plea for stepping up 
n 33 B 
capital goods production in the domestic economyo 
The plan strategy for a stepping up of investment 
in heavy incustrits, it was argued would bring in 
saving in foreign exchange as out-put from such indus-
tries replaced their imports in the long run. 
The process was also considered to be desirable as 
it contained the future potential for a reouction in the 
countrys dependence on the outside world. The sequence can 
be characterised as one of import substituting strategy over 
the long run. 
At a policy level, atLcmpts x.o induce industrializa-
tion in the country during the late fifties and the early 
sixties generated a dlimate v;hcre butfi capital goods (includ-
ing i!it( I r o'iatc products) and consumer goods production 
could effectively substitute imports. Assumption about the 
poRsibi-lilics of import substitution and exp>ort promotion 
however continued to influence policy cecision till the mid 
sixties, \;hen a distx\ict chsxtg^ took place in the governments 
attitude to the state of controle: and liberlisaticn measure 
in the econorny. 
Cn the whole, the strategy of import substituting pro-
gramrtie of industrialisation implied that productivity in the 
domestic econorrry was expected to improve as a result of 
industrialization. 
82' 
It has been observed that, tbe import substitution 
in Indian economy has assumed different meaning at different 
time. In the 1950's and in the early 1960's when the Indian 
industiT^ went in for a whole range of new products v/hich 
were not manufactured v/ithin the country, import substitution 
meant producing indigenous:.ly v;hat was imported. It v/as during 
this period that industries like textile machinery, diesal 
engines, bicycles, fertilise: and mechanical and electrical 
1 Lc-'vy engineering etc. came to be established. 
Again the concept came to acquire another dimension 
when the emphasis was placed on substitution. For instance, 
aluminium was substituted ior copper. This kind of change in 
the production pattern became pronounce<3. v/hen the imported 
com>modity became rather expensive. In a sense such substi-
tution is currently undertaken when coal and gas is used as 
a feed stock for energy in place of oil. 
In recent year with the import of a variety of comro-
dities './hich arc predominently mmufactured indigenously, 
inipftrt substitution has com.e to mean merely expansion of pro-
duction capacity to make up domestic shortages. The follov;ing 
conclu.'-:on ha-'' been drawn from the above study*-
(a) It has been observed from this i. tudy that Import 
substitution permitted an initial spurt in grc/th 
8S8 
of manufacturing industry. Indigenous producers 
moved in rapidly to take over the existing domestic 
markets that had previously bcf-n created by imparts, 
and the natiohal income: was observed to increase 
relatively rapidly untill the mid 1960 •s,v;hen the 
liritH of import sutDstitution were reached. Indus-
trial development procee-ded at an increasing pace 
through the period 1951-65, 
Once the limits of inipert substitution were reached, 
hov;ev6r, and Indian industry had to find new and mass 
markets for their i^ .roducts and generate investible 
rerources once • on a competitive basis, the 
\;hole production drive ran out of stream. Capital goods 
industries suffered a substantial set-back reflected 
in a negative rate of growth during the remainder of 
1960*s and a substantial fall in their capacity, uti-
lisation. General index of industrial production fell 
r;harply during 1965-70 and in the seventies. Industrial 
growth had thus effectively lapsed intostagnationo 
(b) The decline in industrial growth cannot be blam.naejaL 
only due to import substituted itself, but it was due 
to faulty implementation of policies and indiL^enous 
causes. Otherwise, imp0rt substitution in Indian economy 
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has been successful in altering the economic structure 
through bringing structural changes in Indian economy« 
Structural changes has been observed in composition 
of exports and imports. India is a major exporter of 
c^njineering goods \;hich indicates rapid growth in 
impart substitution of engincf ring goods industries 
durirg the last thirty years. The import availability 
ratio in several manufacturing goods like, fertilizers, 
domestic machines, agricultural, machines^ engineering 
goods, cement, papt r and paper products, transport 
equipment, paper and paper products etc has come down 
substantially in comparision to fifties. Which shows a 
reduction in import dependence in manufacturing goods. 
It has teen observtd that IndiaB exports has^become 
more diversified due to the diversification of indi-
genous manufacturing commodities. The structural changeA^ 
c xportJ: and Impcrts have been observed, as the now 
ejxports cohstituets morie of non traditional and new 
com.m.odities. Imports which constituted mostly of con-
sumer goods and intermediate goods during fifties, now 
comprised mostly of capital good**. Concentration of 
inports has increased and exports has declined v/hich 
shov7s exports diversification. 
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(c) It has been observed that the one of the objective 
of irriport substitutconi. e, to reduce trade gap and 
conserve foreign exchange has not been fulfilled 
ytt. The establishment of import-substitution indus-
tries iteelf required heavy imports of capital equip-
ment. The foreign exchange cost of import substitution 
is still high. 
(( ) lmj^ )ort substituting industrialisation have been instru-
:mtntal in incrc^asing grov/th rate of income and employ-
-nc nt in the economy, ITio import substituting industries 
generated sufficif nt employment in country during period 
covered undex' study. It is also observed thdt growth of 
employment generation in seventies has declined. It 
may be due to Lhe increasing capital intensity in 
import substituting industries. One of the observation 
made in this study is that import-substitution help in 
capital formation. But it has been observed that output 
is not increasing in proportion to the capital formation 
in manufacturing sector which is responsible for slow 
industrial grov/th rate and increasing cost of production 
in manufacturing industry. 
(e) It has been observed that import substitution has helped 
in reducing Indian econorry at the mature and advanced 
n n ^  [Ml 
stage of industrialisition. But despite of the fact, 
it is also observed that the growth variables like 
output, value ac'ded, capital and employment has regis-
tered a remarkable growth during period 1960-65 in 
comparision to other period in which these grov/th 
variables rates declined. It was impart substitution 
initial spurt in industrial growth. After a initial 
cwcezs, import-subs titration was resulted in negative 
growth in comparision to 1960-65, thereby reducing the 
industrial growth in later periods. 
(f) It is observed that import substitution brought struc-
tural change in inuustridl procuction. In 1950, the 
mo., t of the indust-idl production constituted, the 
traditional industries, but now non-traditional indus-
tries are in first rank in industrial production. 
It is observed from various studies referred in this 
study that India export earnings are not increasing 
due to its uncompetitiveness in international market. 
It is due to its reliance on inferior quality domesti-
cally produced inputs and capital equipment acted as 
a furthrr tonstraints on its export efforts in the 
highly competitive international market. Therefore, 
it is observed that rigorous import substitution has 
a distr<tct tendancy to involve a bias against exports. 
8^2 
The bias against exports to the result of principally 
of the distQrtioriG arising in the domestic cOst-price 
structure. Excessive and contjnttous protection to 
industry leads to establishment of inefficient fm:xa 
in the absence of any serious competition in domestic 
market which produce inferior quality of product at 
higher cost. Even a casual look at the Indian manu-
facturing sector suggests that scarce domestic resour-
ces have not been utilised as efficiently as possible. 
In f?,ct scarce domestic resources have been diverted 
into inherently capital intensive industry, offering 
a low direct employment potential, 
(g) It havf^  been observed from various studies that Domestic 
resource e^st of import substituting industry are exce-
ssively high. These sector, which included, iron and 
steel, paper and paper products, synthetics, fibres 
inOVganic heavy chemicals and motar vehicles accounted 
for as much as one third of the total manufacturing 
output. The lack ot systematic cost benefit analysis 
of many important impart substituting projects suggests 
that such wasteful planning methods have probably been 
quite v/idespread over the years. 
8:^3 
(i) Frorr the analysis of rT;easuremt,nt of import substitution 
and sources of the output growth in Indian manufacturing 
sector, the foUov/ing observation has been made from 
the study: 
1. It has been observed that impart substitution is pro-
minent relatively and absolutely in the non-traditional 
industries. Even here share of import substitution in 
the groisrth of output is rather smaller than the share 
due to domestic and external demand. Hov/ever, this 
latter influence is less prominent in the non-tradi-
tional industries in cornparision to traditional Indus-
trifs. 
2. In 1-my traditional ar, W( 11 <ji. non-traditlonei,l industries, 
the import substitution acted ao a stimulous of growth 
till 1970, After 1970 it is nearing saturation because 
impart-availability ratio arc nfaring zero in some 
industries, 
3. The negative magnitude of import substitution during 
sevinties intend to show that it is responsible for 
retarding the growth in industrial sector, (the measures 
of impart substitution does not take into consideration 
the other factors for retardihg the growth which have 
a:M 
itijplf retarted the pace of import substitution in 
Indian economy. These factors are the liberalisation 
^. L^  lUr: po-icy led to; competitive imports^ capacity 
under utilisation, and other indogenous factors), 
4<. Contribution of exports in output grov;th Viave been 
slightly growing after 1960 over the period of 1960-80o 
It has been observed that contribution of traditional 
industries in export expansion is still significant in 
coraparision to non-traditional industries. The export: 
expansion seems to be played a positive role during 
seventies in comparision to impQrt substitution, 
5, Domestic demand expansion emerged as a potential factor 
tor industrial growth in India. It dominated over the 
whole pt-riod of 1960-80, It was realized that indSge-
nous factors are more growth oriented relative to exoge-
nous factors, 
6. In the light of the above observation, the role of import 
substitution should not be underestimated. The import 
substitution undertikrn during the fifties has been able 
to transform the tiaditional nature of economy into a 
industrial economy. .LStructural change has taken 
place in Indian imports and industrial production at 
large. 
.S.S5 
Finally study as a v/hole, underlines the fact that the 
major stimulowA behind the acceler»tion of the process of 
industrialisation has been rovided by the autonomous and 
endogenous growth of the Indian economy during the-' . period. 
So in this period the structuie of imports has undergone dras-
tjc changes largely in response to changes in the structure 
of industry at home. This stuOy shows that the acceleration 
and diversification of industrialisation is largely due to 
*the err* xgence of new, modern / dynamic and growth oriented 
industries, like machinery and chemicals, as against the tra-
ditional ones like textiles and footwear. Lastly the study 
notes the possibility of economic stagnation because of 
saturation oi irpart substitution potential, Hov;ever, it does 
not sup.^ort thf view that the wholesale trade liHer^'lisation 
and pio-trade policies can relieve this stagnation problem. 
What is-needed instead is pushing along a broad front of core 
industries liiereby expanding the market ond pcindtting imports 
that axt necessary, 
SUGGESTIONS AMI; RECOMT^NL:ATIONS t 
Import substitution presumes (a) use of unutilised 
capacity and (b) creation of new capacity in specific lines. 
Towards meeting these objectives the follov/ing suggestion and 
recommendations are offered in ordt^ r to make import substi-
tution a successo 
H'AQ 
w 
ted J 
Kl I f c t i v'f u t i lir.i-Lion oi' es tabl iKti td c i p a c i t y : 
For e f f e c t i v e Ccipacity u t i l i s a t i o n / t h e b a s i c i n f r a -
:.ti.uctuxe r;n'?> input : should be ensured to indust r i f -s 
according to t h e i r needs, 
o<^ vtijLiii; «:-nt :i-.iould ensure a good i n d u s t r i a l i e l a t i o n 
to avoid s t r i k e and l ock -ou t . A s i t u a t i o n must be 
c rea t ed in which s t r i k e s and lockout a re rendered un-
ncct ss.;-ixy, Al l di.-;put' r- must rf s e t t l e d through a r b i t -
r a t i o n . 
Cred i t po l icy should be such t o give i n c e n t i v e t o 
product ! for investment and expansion of t h e i n d u s t r i e s . 
TVK adiuiiii; t i a t i v o pri icedujco with reg.iid to i n d u s t r i a l 
l i c i ns ing, imp-cirt of c ip iLdl goods, I'^VP etc 'rr .urt be 
: ItPi.'lifi<-d. The Gtovtrnrncnt should have a s i n g l e - v/indow 
c l t a r a n c e for the d i f f e r e n t types of pe rmi t s and l i c e n -
ses r e q u i r e d . 
Tit Capacity lic<-nstd for each item must t ake i n t o 
account es t imated domestic demand, p o t e n t i a l for expor t s , 
g e s t a t i o n periodo 
Besides the above, the follov/ing measures a r e sugges -
Import s u b s t i t u t i o n mu; t be ',ccordf-d the saTnC p r i o -
r i t i e s as expor t promc^tion. In t h i s r e s p e c t t a r g e t s 
rx 
mvist be fixed in each rrajor import items in consul-
tation with industry on a time bound basis. 
The development councils need to be activated. It is 
necesr.ary to establish Development Councils in all 
industries where import substitution is taking place. 
The import substitution cell in the DGTD must be made 
to function in coordination with the respective mini-
stries o Ttiis cell should review the extent of import 
si±istitution achieved in the country and suggested 
measures to speed up the process. 
E^ e^ry effort should be made to assure quality and to 
reduce cost of production of import substitution which 
has been the subject of criticism for the long time. 
In port of technology and equipment should be allowed 
tor modernization and rationalisation of the import 
substituting industries in India. 
-x-x-x-x-x-
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APPENDIX 
There has uecn recent developments in manufacturing 
Infiustrit's particularly in engineering and chemical Indus-
tiies involving latest technology and product development 
of the International standerad^Que to these developments in 
late seventies Industrial production is expected to grow more 
in near future which will promote import substitution not 
only in existing industries but also in new products which 
are still being imported in India, 
EA'G1N31UR. NG IXDJJTt<Ii:;S; 
Automotivo Induntries; 
The transport industries dealt- with in the JXJTT) include 
coiii:,;erc^  .^x v..\,^ cies/ passenger cars, two wheeler/ tractors 
and auto ancillries. Important developments in the various 
sectors have been as folio©:-
Commercial Vehiclesj 
The production of comMercial vehicles has increased 
substatially from a level of 57,441 in 1979-80 to 91,150 in 
1981-02. .jith tnis sharp increase in production, the vehicles 
aio low readilf available. 
Step have ceen taken to induct new vehicle technology 
inciassive of fael efficient engines. One of the significant 
developments in the commercial vehiclejj sector was the indu-
ction of multi axle vehicles* as v/ell as turbo charging of 
o 8.s:5 
engines. Currently/ all the buses are made of truck type 
chdsis. Steps have be^n taken to introduce buses with 
integral construction which will result in better safety 
and driving comfortso 
Considering the anticipated demand during the Sixth 
and Seventh Plan periods, steps have been taken to create 
substantial additional capacity for all ranges of commerical 
vehicleso In almost all the areas, technology induction 
of improved vehicleso 
passenger Cars; 
The most important development in this sector v/as the 
set tiny u.p of a public sector passenger car project with a 
contemporary international technology. The new Maruti 
vc'hicle has much improved fuel efficiency and is of modern 
international design. The existing manufactures have also 
undertaken modernisation of their vehicle designs. 
Two *Vheelers: 
The production of two wheelers has shown phenomenal 
growth during the recent years. The production rose from 
a level of nearly 3 lakh numbers during 1979 to nearly 6 
lakh numoers during 1982. ,Two wheelers being popular and 
economical mode of transport* steps have been taken to indue 
the latest technology in this field and a» number of techno-
logy induction proposals have been approved. Many of these 
will coma to fruition in the next two to three yearso 
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Tractors and Other Agricultural Machinery; 
In the field of agricultural tractors also, there has 
been a healthy growth in production which rose from about 
6 0,000 nu.rbiers in 1979 to 85,000 numoers in 1981 o With 
tnis growth, the production level now match the demand. 
The off-take tapered off during the year 1982 due to ins-
tructional credit contraint, which has since been removed. 
Auto Ancillary; 
In steps v;ith the growth of the original equipment 
sector, the auto ancillary production has also kept pace 
and taken rapid strides both in terms of production as 
well as iiiduction of new t(.,'cnnology. Proposals have been 
a.v jrovca j-or the introduction of a number of moder^ i ancil-
liarii.'ii like turbo cliurges, synchromesh gear boxes fuel 
injection equipment etc.. All round efforts have been made 
nut 0£]ly to create additional capacity for the various items 
but also to incorporable technology to match the new range 
ot vehicles being introducoL. in the near future, 
2arth Moving Equipments; 
Eartnmoving equipment industry constitutes heavy and 
large sophisticated machines designed for specific opera-
tions of earth removal and transportation the mining, irri-
gation and construction works. The major items covered 
under this industry are Excavators (rope and hydraulic 
type). Crawler tractors. Crawler or wheeled dozers. Off 
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Highway dumpers. Loaders {/^heeled or crawler type)/ Moto-
rised scrapers and Motorised Graders. The production of 
these equipments in the past three years has been as under: 
1980 1981 1982 
1 . 
2. 
3. 
4. 
5. 
6. 
Excavators 
Crawler tractors 
Dumpers 
T ' J'-r 
Scrapers 
Motor Graders 
Total 
234 
308 
489 
287 
65 
20 
1^373 
302 
352 
556 
315 
14 
12 
1^451 
34 5 
678 
742 
399 
64 
1 
ii. 2 2 | 
Excavators; 
M / s . Heavy Engineering Corporation Ranchi have "recently 
taken up the manufacture of to Cu. Mtr. Shovels, They are 
also introducing large sized v/alking draglines for meeting 
the requirements of open cast mines. In the field of Hyd-
raulic excavators one of the existing manufacturers has 
introduced an excavator of 7.5 cuomtom buckets capacity. 
Off Highway Dumpers; 
These equipments are designed specifically for trans-
portation of earth materials over rough terrain» A dumper 
of 85 carrying capacity has recently been introduced in the 
0;'en cuijt mines/ matching the 10 cu.mto shovels. 
M' 
Loaders; 
/Vheeled loaders up to 7 Cu. Yd, bucket capacity are 
being manufactured indicjonously. A new model of 2 Cu.mt, 
capacity nas recently been introduced by one of the manu-
facturers o This loader has versatile features v/ith arti-
culated steering and rear axle oscillation, enabling the 
equipment to be operated in rough terrain without difficulty 
Motorised Scrapers; 
Till nov/ only single engine scrapers were being manu-
factured indigenously. Otoe of the uhits has now introduced 
double engine ucra^ers which leads to better operation in 
difficult terraino 
:k)tor i-araders; ' "••; 
As against 115 H.P. Motor graders which were being pro-
duced so far, aeavier grader of 145 H.P. capacity has been 
introduced recently. This equipment has added features like 
hydraulic operation, etc. 
Electrical Industry; 
IhlS lf\6uiSe.i:y covers a number of products like genera-
tion/ trat;smission and distribution of equipment, as well as 
other electrical appliances. The products could be broadly 
classiLied in two categories namely. Heavy Electrical 
Equipments used mostly for industrial applications and 
Light Electrical Equipments used by a wider cross-section 
of the societyo 
In the field of power generation equipments/ the 
activity is primarily in the public sector. Generating 
Sets for ther:aal plants for ratings upto 2lO l^/J are being 
manufactured, at present, and this isrjeing increased to 
500 Mi^  in the near future. Allied equipments like trans-
tormero and switchoears including products like Sulphyr 
lexafloride circuit breakers in 66 to 420 KV raings and 
vacuum circuit breakers in distribution voltage range are 
also being manufactured. 
In the field of electric motors* the industry is now 
well established. The range of HT Electric motors manufac-
tured indigenously now includes special motors for Atomic 
energy applications, A wide range of Klectric controls 
and machinery for Steel plants. Cement plants, Per^tilizers 
etc. is now being manufacturjd locally. A no. of units in 
the private sector are increasing their range of manufactur 
to include motors upto 2000 HP, 
So far as the power and disbribution transformers are 
concerned, the industry is capable of manufacturing these 
upto 4'^0 isV rntlmgs. The industry is also in the process 
of acquiring know-how for aluminium foil wound transformers. 
Various components like bushings ans special core steel 
material are also being manufactured in the country<, 
In the case of Electrical Cables and Wires, the Indian 
manufacturers have taken up the manufacture of Cross-linked 
polyethylene cables in 11 KV ratings. 
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The industry is also manufacturing a wide range of 
Synthetic Rubber Insulated Gables to meet the requirement 
oi Defence establishment and Hindustan Shipyard. Special 
types of cables like Tlfnon Insulated Wires used by the 
Electronic Industry are now manufactured in substantial 
quantities. Enamelled wires for application in refrige-
ration industry arealso being manufactured. 
In the field of switchgear and control gear in the 
distribution voltage ratings upto 33 KV/ the bulk oil and 
minimum oil circuit breakers are being replaced by vacuum * 
circuit breakers and Sulphyr hexafloride circuit breakers. 
The indu; try iids acquired the know-how for the manufacture 
of t.ese products and facilities have been established. In 
tne case of protective relays and systems^ the .static pro-
tectivia relays and systems, the static protection systems 
are rc[)lacing conventional electro mechanical systemso The 
product quality has improved with the use of higaer class 
insulating materials and moulding compounds. New products 
like HT Flame proof Circuit Breakers for Mines, HRC Fuses 
ior ktjctifiers. High Tension HRC Fuels and Moulded case 
Circuit Breakers of higher rupturing capacity have been 
introduced in the recent years. 
As far as Light Electrical items are concerned, pro-
duction of GLS Lamps and Flourescent Tubes is increasing. 
Manufacture of energy saving lamps, like Mercury Vapour 
Lamps, has also been established in the country. Produc-
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tion of Sodium Vapour Lamps useful for street and high-way 
lightir i'' ^ : rds/ ports, shipyards, petro-chemical 
and large industrial complexes has been taken up. Lead-in-
wires, which were being imported hitherto, will be manufac-
tured in the country shortly. 
Production of Button Type Cells to be used in Electroni"^ 
watches, calculators etc., has been taken up recently. In 
the case of electric fans exports are increasing, parti-
cularly for ceiling fans, 
Domenstic Refrigerators; 
At present, there are four uhits in production for 
the manufacture of domestic refrigerators with a total 
• licensed capacity of 5,51akh Nos,/annum. Additional Capa-
city covered through letters of intent/registration for the 
manufacture of domestic retrigerators is 2,55 lakh Nos,/ 
arinum. 
Considerable improvement in the manufacturing tech-
nology of domestic refrigerators has been made by the indi-
genous firms in line with the technology developed in ad-
vanced tountries. The use of polyurethane foam in place 
of glass wool mat as insulation has increased the storage 
capacity of a refrigerator in addition to higher Insulationo 
Most of the refrigerator manufacturers are using the liquid 
paint for the cabinet in which the consumption of paint is 
quite Ihigho Some of the units have switched over to the 
84G 
use of paint in powder form v/hich has reaulated in the 
saving of material to the extent of 22 to 25% and the 
problem of pollution has also been minimised. There has bee 
si«.jnificdnt improvement in the design of the sealed compre-
ssors/ Seme manufactuters have provided water tap on the 
Cabinet thereby avoiding the use of door time and again. 
..his system saves energy and helps in increasing the effi-
cie;2cy of the refrigerator. 
n^ lectronics Industrjces; 
In the field of Electronics during the last three years 
various promotional measures have been initiated for faster 
growth. Recognising the need for Increasing investment and 
production in the area of Electronic components/ so as to 
produce quality components on International prices, an 
Inter-Departmental Task Force has been set up by the Depart-
ment of Electronicso Fresh capacities and expansion of the 
existing units are being considered vi/ith a view to set up 
larger size units for an economic viodability. Import of 
technology is permitted on merits© 
Colour T.V. Transmission has started in India Concur-
rently the production of Colour T.V. indigenously has been 
planned to meet the rising demand. 
During 1982/ manufacture of two new items, namely, Imag 
Converter Tabes and professional grade Microphones was esta-
blished for the first time, A number of new units have com-
mensed the production of various Electronic components like 
347 
Metal Film Resistors/ Audit Magnetic Taps, printed Circuit 
Boards, Professional grade Electronic and Plastic Films 
Capaci*^  ^ " . 
The production of Computer Hardware and allied items 
has been established in the recent years. The Industrial 
Licensing Policy in respect of Computers was enuntiated in 
1979 and since then a number of organised sector units have 
launched their production programmes. These systems have 
been well received by the consumers' and user organisations. 
The systems being manufactured cover the entire garnet of the 
user area, but for some intricateand on line applications. 
The types of Canputers being manufactured can be classified 
in-'.o 4 categories as under:-
(1) Stand Alone Systems ' "• 
(2) On-line Systems 
(3) Off-line Systems 
(4) Dedicated Systems 
The units producing the computer systems have also 
geared themselves up for the adequate and sufficient softw-
are support. Wherever required, this has been supplemented 
throuyn the import of operating software to cut down the 
development time. The units are providing adequate mainte-
nance and after sales service the support. Efforts are 
afoot to achieve matching production of peripheral Equip-
ments so as to reduce their imports. Good progress has been 
made in this directiono 
3.18 
The total production of all Electronic items including 
Components in the organised sector during 1981 was around 
Rs. 720 croros. 
Industrial Machinery; 
The manufacture of industrial macainery is now v/oll 
eiit-iblished. The range of manufacture co«eEs machinery for 
industries like cement/ sugar, p per as well as equipments 
used in the metallurgical, mining, chemical and other indus-
tries. In addition, rubbei machinery, printing machinery and 
otner types of equipments used in general industry are also 
being manufacture, A notable feature during the ,period was 
the scaling up of nit sizes in a number of user industries 
like cement, sugar, paper, fertiliser etc., creating a demand 
for larger size industrial machinery, This challenge is being 
increasingly met by the domestic industry through diversifi-
cation and industion of modern technology on selective basis^ 
Some of the highlights of development in this industry as as 
below:-
Cement Machinery;- Hitherto, the cement plants were more or 
loss st' -^ 'i- jti ')00 and/or 1200 tonnes per day capacities* 
Many of the existing plants were based on the wet process. 
With the established capability to execute large size plants, 
machinery for cement plants of unit size upto 3000 tonnes per 
day is now being manufactured. Modern technology like dry 
process based pre-calcination, vertical roller mills, and 
343 
eloc\.ronic orocos;: control iustrumentation has been inducted 
in the jcv; rilanLs. Apart from meeting the domestic require-
ments/ tiie indarjtry is increasirjgly participatrfing in the 
execution ot turnkey cement plaints abroad. 
Sugar Machnery; As in the case of cement machinery there 
h'-ic been a considerable scaling up in the unit sizes and the 
doiaestic machinery industry is nov/ handling large size plants 
ut3to 6000 tonnes of crushing per day, A number of turn-key 
projects abroad have been successfully executed, and the 
country is now an important source of machinery supply in 
tlie international market. 
Printing Machinery; The manufacture of printing machines 
of modern designs has boon established in recent years. With 
the demand for printing machines simulted adopted by: the 
Government/ new types of printing machines like Single colour 
sho^t ?fcb offset, v/ob offset, automatic letter press and 
platen machines are now being manufactured in the country 
Other Industrial Machinery; 
There has been a steady grov/th in respect of other types 
of industrial machinery. Through the deliberate policy of 
the Government/ considerable diversification has taken place. 
The domestic industry now Covers a very wide range of equip-
ments used in chemieal, metallurgical/ mining and rubber 
industries. In the area of boilers/ apart from expanding the 
range to large size thermal power station boilers/ consider-
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able divursifiC'ition incorporating the use of multiple fuels 
heat recovery systerno and improved combustion equipment has 
taken place, 
M>!t :1 Industries: 
The DGTD deals v/ith all types of Metallmrgical Indus-
tries excluding Iron & Steel and its alloys» The Foundry-
industry products lilce Castings^ Cast Iron Pipes as v;ell as 
Forgiggs are also looked alter by the DGTDo These items 
from the basic input materials for almost the entire Engine-
ering] sector. 
In the recent past a numb:!r of foundries have installed 
modf-rn o^aipment such as hig.i pressure moulding, flaskless 
moulding system etc. This would enable them to produce intri-
cate.; tb,ii)--walled casting of consistent quality at a consider-
a).l<.> redaction in manufacturing costs. Manufacturing of 
cast/iron upon pipes primarily required for supply of drink-
ing \;ater,, an essential basic need covered in the 20 point 
prooiara:r>o is also being accorded high priorityo The industry 
was facing diffic.;.lty due to inadequancy of rav; material 
availabil:.t^ '. The DGTD took initiatives towards solving the 
problem oud this has resulted in a subtantial pick up of 
production in 19J2 vis-a-vis the earlier years. 
Chilled iron, cast iron rolls and forged steel rolls 
are now b'iing manufactured indmgenously in increasing quan-
tity leading to substantial saving in foregn exchange for use 
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in the Steel plants which were imported earlier are now being 
exported not only to Asian countries but also to Europe, The 
export of forged rolls during 1981-82 was of a level of Rs.2.4 
crores. 
Grinding media bulls are one of the major consumables 
Hsed by cement plants. Power pJuntr; and the mineral' indus-
trijs. A unit has recently been established for manufacture 
oL Gupezior quality high chiome high hardness grinding media 
balls. 
Special Alloys; 
Some of the special metals for critical applications 
ijuch as tor iJucloar Pov/or St itions. Instrumentation etc. 
aavo io-'H imported. As an eftort to meet the requirement 
of suci: specialised metals, the Government has set up' an 
integral.:d manufacturing unit for the entire range of special 
metals ..nd alloys. The Mishra Dhatu Nigam has been set up 
in the public sector to manufacture specialised alloys of 
wide ran ,e, notably the follov/ing:-
lo iupL^ r Alleys, 
2, 'Jitanium .uid ';'i i:an • n.n Alloys 
3o ijp'Cial Purpose Steclo 
4. Electrical and Electronic Alloyso 
5, i'owor Metallurgy ProducLse 
The production has already commenced in this unit and 
i L is nxi Oct-. >1 i:hut it h^O]. nc.. b<.' 1 :> a pri-^ iti .n to meet a 
sr>2 
.-Jelding Electrodes; 
/^elding Electrodes is a feeder industry to the engine-
oriny sector and, as such, its production is directly related 
to the activities in the enginceiing sector. There are at 
present 22 units manufacturing welding electrodes, with a 
total capacity of 742 million running meters. The production 
during 1981 was of the order of 620 million running meters. 
The industry is now well-ustablished and electrodes 
covering a wide ran^ je of ci;^ ,plications are being manufactured 
in the country. The indigenous manufacturers are now in a 
j^ osition to ofier joint ventures and export of technical 
know-how to other developing countries. 
The capacity already created together v/ith the schemes, 
v.'hich have been ap..roved, woald be adequate to meet the 
expected demand over the next 3 to 4 years, 
iVire Ro-jcs: 
•i/ir-; ropes are be ing manufactured by 10 u n i t s on the 
l i : i t of .>JTD, witti a t o t a l c i p a c i t y of 46,200 tonnes p .a* 
Tae prod ac t ion during 1931 was of the order of 31,000 t o n n e s . 
M ; a r i t y ei; thi' ro iu i ru ruc i J s ol the count ry a re ';einn met 
an 3 
iroin inuiuunously manufactured wire ro,>es. The product 
is also ,-eing exj;;oited and toe i ndigen'-^ 'j.s manui:o,ctr<ij ,•; are 
cwiDla of ofiering joint venture to the developing count-
ries in tnis field. 
Mobile Cranes; 
Mobile cranes of the following types are being manu-
factured indigenously in the range of 3 torjnt;s to 100 tonnes 
ca[>acit:': -
1. ±ruck .-noun tod 
2. :Jf'll-i,i:o[)e L led fuc rou(jl' 'crrain 
3. Self-propelled/ foi r(cove;y use „ 
Manuf-^cturo of Rough terrain cranes which have ease 
of mobility ou all types of terrain, has been taken up 
recently* 
Allvdll and Other Inorganic Chemicals; 
Caustic Soda and Joda nsh are import.mt heavy Inorganic 
ch-micals which are basic materials used in a large no. of 
chemical processes. Their manufacture is capital intensixze 
and requires suL.stantial quantities of fuel and electricity, 
,;hili.' production of these chemicals has been established for 
quite sometime the effort during the period has been to eva 
[]l)\ 
luatG and adopt ne;v dna improvea processes for their manfac-
tare. 
The oxisting manuracturers in the country are producing 
caustic Soda by the Mercury/ and Diapneragm Cell Processes. 
During the last one year, three new projects have been approv 
ved for manufacture of causfic soda cy the Membrane Cell 
technology, v/hich is le^s polluting and energy efficient. 
For a number of years there have been fomr units manu-
facturing Soada Asn wit.i a capacity of 6,18,000 tonnes/annum. 
During the period three new units with a total capacity of 
1,2000 tonnes/annum have beon established,, 
Hitherto, the total requirement of Sodium Cyanide in the 
country was met t' rough imports. Two nev; plants have started 
production in 1982. With the establishment of these two unitg 
the tot;.l requirement v/ill be met indigenously» 
For a long time their was one unit manufacturing STPP/ 
phosphoric Acid in the country through the conventional Shul-
phuric Acid route. During the period three new units have 
been set up, two with the conventional process and one using 
the ?{ydrochloric Acit route, 
Han xMade Fibres; 
This Industry wlhich produces the basic raw material for 
synthetic textiles, comprises of fibres and yarns made of 
viscose, nylon, polyester, polypropylene and acrylic. In 
order t. . .ci ..i^je tt.e availability of man-made fibres, in 
HnT} 
consonance with the nre Textile Policy/ steps have been 
taken to augment the capacity in this Industryo Produc-
tion during the recent years has increased steadily and a 
substantial part of the domestic demand is being ment from 
local output. Manufacture of partially oriented filament 
yarn and acrylic fibre has been well established and a 
number of new units for the manufacture of polyster fila-
ment yarn, nylon tyre yarn and filament yarn have commenced 
production in the period« 
PAINTS, EMAMSLS AlvlD VAl<KISni^ S; 
These industries cover a wife range of consumer pro-
it acts used for different apjlications in the domestic, in-
dustrial and chemical sectors. The indigenous man,ufacturing 
range covers a wife variety of paints and surface coatings 
for different applications. The product quality of this 
industry is largely dependent on the raw materials viz.. 
Powder bases, synthetic emulsions and pigments. Emphasis 
has been given in the recent past to the development of 
mv .erial inputs to this industry, in order to improve qua-
lity as well as reduce cost.-, and minimise imports. Sane 
of the iinpox-cant, developments in this industry have been 
as under: 
Tizanium Dioxide is an important v;hite pigment base 
used in the Paints industry. 'In addition to the existing 
unit, a second unit is being established based on domestic 
n r" ^  
mineral resources/ Moreover/ a large futile processing 
plant based on Orissa sands is under commissioning/ which 
will enable the establisn«*ment of a number of down-stream 
industries including manufacture of titanium dioxide. This 
will enable the replacement of a number of inorganic pigments 
such ds lead oxide,, zine oxide etc.. In the automative in-
dus'-ry hitherto the use of nitro-cellulose paint v;as canmon 
but now stoving enamels have become almost a standard mate-
rial for painting. These enamels v/hich result in better and 
dur\able surface finish are uov; produced in the countryo 
P&RER /v. D PAl^ ..'. bO.^.D: 
Tl'.:r~ industry iaei.;ts th<.' vital demand of cultural and 
c. ^.icati. .lal pu;;or (printioy and writing), as well a-s that 
oi new;-;; rlnt. There are oLher varieties like paper board, 
speciality p.-ip-.-rs, wrapping >.'.nd in;..l .tiun parier etc. having 
\ i - . . . ..,' J. : /. ' \ '. •' J...... i'< I, :.:i. "a :'.u - ^  'y M^jj .liidus-
try^ in recent years have been in respect of larger sized 
integrated plants of 100,000 to 200,000 tonnes/year and above 
on the one ha;,a, and mini-paper plants of 10 and 20, 30 tonnes 
• er day capacititis on the other, to meet localised and spe-
ciality .demands. The domestic machinery manufacturing industry 
has been i . a position to meet much of the demand for machinery 
arisinv'j out of this changing pattern in the user industry. 
Joi.ie of -^ he important projects under implementation include 
the lar.;o integrated plants of Hindustan Paper Corporation 
ar.T 
at Nowgon^j/ ^achar and Cochin, The production of newsprint 
has p*ra ctically doubled to one lakh tonnes during 1982^ as 
compared with that in the previous year. The range of spe-
ciality papers has likewise diversified to include light 
tissue paper, ins i. tion paper, superior types of coated 
papers etc. An important development in this industry has 
becjij the increasing use of bagasse— a waste from sugar cane 
production as raw materila. With the successful trials con-
ducted in the existing plants to increase the percentage of 
bagasse in the paper furnish, independent plants utilising 
bagasse as the main raw material are now being set upo The 
increasing use of bagasse in paper making will reduce the pre 
ssure on forest rcsporceso 
Rubber Industry; 
Rubber processing Industry covers various types of items 
such as tyres, tubes and their components, rubber footwear, 
conveyor belting and transmission belting, fan and industrial 
V belts, various types of hoses, cots and aprons, rubber con-
traceptives, moulded and extru ed rubber :;:oods, 
2. The growth of rubber industry can be _judged by the 
consumption of all types of rubber (natural rubber, synthetic 
ru . er a;:d reclaimed rubber) since it is the basic rav/ materia 
in the manufacture of rubber goods. The consumption of all 
tyi.es of rucLer during the last three years has been as 
undoro 
Y e a r 
Consumption 
( In Tonnes) 
19d0-8l 2,41,305 
19iil-02 2,63,025 
19d2-83 1,77,94 5 
{i\:}Vil, 82 - I^ 'ovcmijur, 82) 
3, A tuiruijer of nvM undertckings, nev; units v/ere established 
durincj tb.c period for the manufacture of various goodso 
Dur;,n(j the recent years a number of nev; automotive 
tyres and tube manufacturirjg units have been set upo Some 
of theijc v;ill manufacture steel cord belted and other radial 
'i'yres and tyres for off highway vehicles for earth moving 
equipracrr-o Other speciality rubber products like Silicon 
l.ubLer used in oil seals, high pressure hydraulic hoses, 
synthetic rubLer i..oulded products have also been Introduced, 
;/ith the incruascd production in the new units the supply of 
tyros and tubes have considerably eased. 
Advance planning has been done to meet the demand for 
tyres and tubes during the next decade. With the scaling 
up of production and increased availability of domestic rav; 
material the industry will be fully geared to exploit H the 
export potential alsoo 
Synthetic Polymers; 
The domestic range of synthetic polymers covers PVC, 
af).. 
LDPE/HDPE/ polypropylene, polystyrene and moulding resins. 
There has been a significant growth in this industry during 
the period. Some of the nev/ items manufacturerd for the 
firat time if^ clude ABS resins, nylcn moulding powder, pol-
yster resins and plasticizers. In the cable Industry, a 
gradual change is t.Jing [/lace for replacing PVC compounds 
\;itri cress linked polyethylene compounds. Technology for 
the manufacture of such compounds has b'^ e^n established in 
the countryo Considerable progress has been made in deve-
loping a nuTi'ber of engineering plastics. 
Other Chemical Industrif/s: 
i' ertili'.:ers: 
i ' 'cr t i l i : :crs are invalu..ible inputs to modern farming and 
have a bearing on the outijut. of foodgrains and other a g r i c u l -
t u r a l produce. There are 29 major f e r t i l i s e r un i t s in India 
manufacturing a wide range of mitrogenous, complex and phos-
phat ic L e r t i l i z e r s , The technology of manufacture of f e r -
t i l i ze r^ , has undergone chanqe cons is ten t v/ith the a v a i l a b i -
l i t y of fe^dstocko While in the post p l an t s were based on 
i:>.iptha, coal and furnace. Oi l , due to subs t an t i a l a v a i l a b i l i t y 
of natural gas tlio new p lan t s being es tab l i shed are based on 
t .is feedstock. The p lan t s ize has also undergone changes 
in as much as the p lants in operation have a capacity of upto 
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